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PREFACE 

Used cars have for years constituted a major problem in automobile 
distribution. This book is the result of an intensive study of the funda- 
mental factors bearing on the problem of marketing used cars. These 
basic materials are here presented in a way to afford a clear summary 
and a critical analysis of all phases of the used-car problem. 

This study provides a broad backdrop which throws into focus 
the many current problems which arise in the actual marketing man- 
agement of used cars. It should be of value to those who are engaged 
in the financing of automobile sales, and to manufacturers and dis- 
tributors, as well as to those who are concerned with the broader and 
more general principles of marketing. 

Viva Boothe, Acting Director, 
Bureau of Business Research 




FOREWORD 


A survey o£ automobile trade journals, a review o£ convention 
programs o£ automobile dealers, and interviews with these dealers 
convince the observer that the used car is the major consideration 
o£ the automobile trade today. 

The used car is that car in which the first and original consumer 
has disposed o£ his financial interest; it represents a quantity o£ unused 
transportation, and generally enters the market as part payment on 
a new car or on a used car in better condition. Over the course o£ 
forty years it has been but natural that the virgin market for auto- 
mobiles has gradually become less and less, resulting in a market 
which today may be characterized primarily as a replacement market. 
Throughout the twenties, the question of how best to meet the used- 
car problem was the chief concern of automobile dealers alone. The 
thirties, with their depression years, further accentuated the dealers’ 
used-car difficulties, and finally forced the manufacturers, who had 
steadfastly contended that it was none of their affair, to take some 
cognizance of the problem. 

The historical development of the new car — ^its invention, its im- 
provements, and its constandy growing importance — ^has been detailed 
adequately by many students, who have analyzed the growth of auto- 
mobile manufacturers, their production problems, their financial 
difficulties, their distribution methods, and the subsequent effect of 
the automobile upon the direction of consumers’ expenditures and 
living habits. 

The purpose of this study is to determine the natiire of the used-car 
problem and how the used car is related to the activides of the manu- 
facturers, the automobile dealers, the automobile-sales finance com- 
panies and the new- and used-car consumers. 

For assistance in obtaining the information for this study the writer 
is indebted to the sales executives of the used-car departments of the 
automobile manufacturers, to automobile dealers, to officers of sales 
finance companies, and to the staffs of the various trade associations 
representing the aforementioned interests. 

Other organizations which have contributed to this study are: 
American Petroleum Industries Committee, New York; the National 

vii 
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viii 

Used Car Market Report, Inc., Chicago; The Curtis Publishing Com- 
pany; The Crowell Publishing Company; The Chilton Publishing 
Company; and the Better Business Bureaus of Cleveland, Detroit, and 
Chicago. The writer is particularly indebted to Mr. Edward Payton, 
national consultant in sales and management for automobile dealers, 
and to Mr. Walter E. Blanchard, Manager, National Automobile 
Dealers Association, for counsel and cooperation. 

For guidance, and supervision during the course of the preparation 
of the manuscript, the writer is indebted to Dr. Harold H. Maynard 
and Mr. Lester Kellogg of The Ohio State University. Acknowledge- 
ment is also due Dr. Theodore N. Beckman and Dr. N. Gilbert Riddle 
for their helpful criticisms of the manuscript, and to Dr. Viva Boothe, 
under whose supervision the manuscript was finally edited for 
publication. 

Theodore H. Smith. 

March, 1941 
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CHAPTER I 


HISTORY OF THE USED-CAR PROBLEM 

Probably the first sale o£ a used car to be chronicled was the personal 
sale by Henry Ford of his gas buggy in 1896, when he sold it to Charles 
Aimsley of Detroit for $200, after having driven it about 1,000 miles.^ 

From 1895 to 1905, automobile purchasers were generally sportsmen 
and men of wealth. Conservative financial interests regarded the auto- 
mobile as a fad similar to the bicycle fad of the nineties. During these 
years, as improvements in automobiles took place, increasing the speed 
and comfort of the automobile, those who owned cars of an earlier year 
were desirous of securing later and better vehicles. This desire intro- 
duced the first stage of the used-car problem. 

The automobile business had appealed to enterprising individuals, 
and some of these had established attractive retail salesrooms in the 
heart of the shopping areas of their cities.^ Under such conditions, the 
thought of selling a used motor car or even displaying it was below 
their dignity, and most certainly out of line with the prevailing concept 
of a new-car dealer in these early years. The result was that the owner 
of the used car was forced to use his own initiative in the disposal of 
it. This was not easily accomplished, for the automobile was still a 
rich man’s pleasure, and men of sufficient wealth to purchase cars 
seldom bought used ones. In this connection, it must be remembered 
that used cars generally sold for $1,000 or more and were very expensive 
to operate — a fact which naturally limited their market. 

The sale of a privately-owned used car frequently was not possible 
in local areas, which necessitated advertising in periodicals in order to 
reach prospective buyers in other parts of the country. An early ex- 
ample of the character of this advertising is found in the leading auto- 
mobile periodical of that day. The Automobile; the issue of May 30, 
1903, carried several advertisements which sought to dispose of used 
cars, privately owned, at substantial discounts.® In the same issue there 
is evidence that certain enterprising persons saw business opportunities 

’^Carl B. Glasscock, The Gasoline Age (Indianapolis and New York, 1937), p. 22. 

®For example, four of t±ie leadmg dealers m Cleveland in 1903 had their showrooms 
at Fourth and Euclid — the most valuable shoppmg: area. 

^The Automobile, VIH (1903), May 30, 32. 
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in purchasing these used cars from individuals and reselling them. 
The foUovs^ing advertisement by a Chicago firm shows the character 
of these operations: 

Genuine Bargains in Used Automobiles. We have the largest repository 
and store-room in the United States. Have forty machines on hand at all 
times; all descriptions, styles, very lowest prices and each and every one or 
our machines is in first-class running condition; all worn parts are replaced 
by new ones . , 

During the next few years these advertisements increased in number 
and in size. 

Dealers Begin to Assume Responsibility for Used Cars 

From 1905 to 1907 significant changes took place. In order to main- 
tain the patronage of their previous customers, dealers agreed, for the 
first time, to accept the owners’ used cars on consignment — ^to resell 
them and apply the proceeds to the new-car purchases. Then, as com- 
petition became more aggressive, the dealers accepted, as part payment, 
used cars of the make they represented, and assumed full responsibility 
for resale. 

This evolution was described excellently in an editorial in T/ie 
Automobile in 1907 as follows : 

Is There A Place for the Second-Hand Car? 

In the early days of the great wave of popularity of the bicycle that 
swept over the land, models changed so quickly and so radically that the 
dealer looked askance at the purchaser who requested that his former 
mount be taken in trade. History repeated itself in the case of the auto- 
mobile, and for the first three or four years the dealer confined himself 
to new cars, and most of the dealers would have preferred to see things 
remain thus. In fact, many of them set their faces resolutely against 
inaugurating the practice but all to no purpose. Not that all have been 
compelled to adopt it, but circumstances proved too strong for many, while 
others have done so as a matter of policy. The time was not long in coming 
when the purchaser who invested in a new car every season held his order 
until he could dispose of his used car. This buyer represented a relatively 
large class, and it paid so well to cater to him that the dealers found it 
profitable to bid for him, and thus his car was taken of! his hands, and 
the practice imperceptibly took hold. 

Except for the fact that it necessitated larger quarters for the storage 
of such cars and the maintenance of a larger repair shop force, there 
appears to be no reason why there should have been any hesitation about 
adopting the practice, except on the part of the manufacturer, who con- 
sidered it wholly out of his line. But how about the common garden 
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variety of second-hand car and second-hand dealer? A thousand and one 
reasons bring as many used cars into his hands; they are in all conditions 
and of all sorts, but in many cases much of the depreciation is fictitious. 
It is not actual mechanical depreciation, as measured by the normal life 
of such a piece of machinery with reasonable care, and it probably is safe 
to say that a great many, if not a majority of the cars that find their way 
into the mart of cast-offs, have a useful life of several years before them — 
again with reasonable care, of course, for abuse shortens the mechanical 
as well as the human life. Is there a place for such cars? The thousands 
of them that change hands every year would appear to give an emphatic 
affirmative to the question.® 

From the beginning of automobile production in the late nineties 
until 1907, not only were refinements and improvements added but the 
prices of automobiles constantly increased, so that the average selling 
price in 1907 for new cars was $2,137.56.® 

From 1907 to 1914, the average price of new automobiles declined. 
It was the belief of Henry Ford that the future of the automobile 
industry rested in the ability of manufacturers to produce a car that 
could be purchased by others than the wealthy. Mr. Ford’s determined 
efforts to reduce automobile prices to enable lower-income groups to 
purchase cars, and so widen the market, combined with improved 
manufacturing facilities and wider acceptance of the automobile, were 
all influential in bringing the price of new automobiles down to an 
average new-car price of $1,245,99 in 1911.’^ 

It is readily understandable that the marketing of used cars was 
much more easily accomplished when new-car prices were constantly 
increasing than when new-car prices were declining. For, not only did 
the values of dealers’ inventories in used cars decline, but customers 
of former years were difficult to satisfy because of the depreciation they 
had to accept when they traded in their cars on new ones. 

The lower market price for new cars involved not only greater new- 
car sales for these years but naturally carried in its wake a constantly 
increasing problem of finding a used-car market and a profitable means 
of liquidating this inventory. An editorial in The Automobile in 1910 
carried the following message and suggested solution for the problem : 

With an increase of 130 per cent in the production of cars during 1909 
over 1908, taking the licensed situation alone, it is necessary to seriously 
consider one or two of the phases among which the question of the future 
disposition of the second-hand (used) automobiles is bound to float to the 
top. It has long been the practice of the selling representatives for the 
various makes to take in trade used cars of their own make and allow 

XVI (i907)> May 9, 798. 

XXVI <1912), January 4, 5. 
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something for them on account of the new purchase. That they will 
continue to do something of this kind is very likely, and it is even possible 
to foresee that it may be advantageous to any maker of automobiles to 
father the used cars of his brand rather than to allow them to become as 
“flotsam and jetsam,” kicking about under the heels of the buying public 
oflFering false ear marks which will reflect seriously upon the quality or all 

automobiles of the same make. • j j i. -i j c 

One way which has been suggested by a very fair-minded builder or 
automobiles is to organize a series of repair shops and itiore or less 
supervise their operation, placing the used automobiles in hand for repair 
and permitting the repair shops to realize a profit consistent with the 
troublesome work.® 

Moreover, dealers who at first tried to exclude used cars from their 
businesses, much as they had sought to eliminate repair and lubrication 
from their shops in the early days because these detracted from the 
appearance of their places of business, were forced to move their show- 
rooms from the main shopping areas to provide adequate service 
facilities and display rooms for the used cars. 

One authority gives 1911 as the year marking the period in which 
used cars began to receive special consideration from new-car dealers. 
In that year, the Glidden Buick Corporation established a separate 
outlet in New York City to handle used cars traded in on new cars at 
its metropolitan branch, the decision being that in the New York area 
it was advisable to separate the merchandising of new and used cars.® 

The reduction in prices of the American automobiles during the 
period 1907-1914 had its effect upon the automobile industry in Eng- 
land. Prior to 1907, more cars were imported into the United States 
than were exported. After 1907, the trend towards smaller and lower- 
priced cars in the United States materially aided American automobile 
manufacturers in increasing their exports, for the automobile manufac- 
turers of England and the Continent seemed wedded to the idea of 
large and expensive automobiles. A British opinion published in an 
American automobile periodical in 1912 described the effect of lower 
new-car prices upon the used-car market in England: 

The British market only began to feel the importation of the American 
cheap car about the time of the annual Olympia Show, November, 19 ii, 
when there was an extraordinary scramble of dealers desirous of taking 
up agencies for the cheap Aonerican car. It was then felt that the British 
public was at last beginning to feel confidence in low-priced American 
goods, as previously there had been a good deal of scepticism among the 
generd public with regard to American made articles, principally caused 
by the impression left of American bicycles and boots. 

^Ibid., XX (1910), January 27, 197. 

® Arthur Pound, TAc Turning Wheel (Garden City, N. Y., 1934), p. 371- 
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Engineers, of course, have long been aware of the excellence of the 
American machine tools, but the automobile at $i,ooo or less was an entirely 
new proposition. 

. . . The effect, however, on the British market is that the manu- 
facturers of the $2,000 type of car are being hampered in their sales by 
reason of the decreasing demand for used cars. This is how the situation 
has arisen. Many owners of automobiles are in the habit of arranging 
with dealers to take over their used cars in part payment for new ones. 
The dealers now find that the market for used cars is rapidly falling off, 
buyers of cars at the old figure of a $2,000 used car have now the alternative 
of purchasing a completely equipped new American car at the same figure. 

There is therefore considerable reluctance on the part of the dealers to 
take these cars into stock generally resulting in the loss of sale of a new car 
every time. The Dog-in-the-Garage type of manufacturer fails to see this, 
but the effect is growing rapidly to his and other people’s detriment . . 

Slowly but stirely the automobile dealers were awakening to the fact 
that the marketing of used cars was a component part of the automobile 
retailing field, and that steps must be taken to cope efiEectively and 
efficiently with the problem. 

In 1914, just prior to the World War, the Curtis Publishing Com- 
pany prepared a report on the passenger-car industry, and made the 
following observation and summary: 

Of all the problems that vex the automobile industry, probably the most 
serious and most difficult of solution is that of the used car. The second- 
hand car problem is likely to become more acute as the number of cars in 
use increases.^^ 

Establishing Used-Car Market Values and Automobile Financing 

After automobile dealers assumed the responsibility for the sale of 
their customers’ old cars, the vexatious problem of how much to allow 
for different makes and models of used cars presented itself. Since 
trade-ins in these earlier days represented several hundred makes of 
cars and numerous models, dealers were confronted with the problem 
of appraisal. Each dealer was forced to appraise and buy on the 
strengdi of his knowledge of the market. The natural results were 
wide variations, frequent heavy losses to dealers due to lack of market 
information, and dissatisfaction among consumers because of these 
variations in allowances. 

The first publicized attempt of dealers in an area to unite in the 
solution of this problem and develop standards was that made by the 

“R. W. A. Brewer, “England and Low-Priced American Cars,” The Automobile, 
XXVn (1912), October 31, 905. 

"^The Passenger Car Industry, Curtis Publishing Company (Philadelphia, Pennsyl- 
vania, 1932), P- 75. 
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Chicago automobile dealers in 1914? who, through their local trade 
association, founded what is now known as the National Used Car 
Market Report, Incorporated/^ This organization sought through 
current reports of sales to offer dealers a market report and a market 
guide for used-car allowances on only the better-known makes, which 
constituted 131 gasoline and steam cars, and 14 electric makes. By 
June, 1915, this list had been expanded to include 154 gasoline and 
steam models and 14 electric cars."^® Other cities, notably Boston, almost 
immediately attempted the same thing. In a later chapter, on used-car 
appraisals, a full discussion shows the development of the National 
Used Car Market Report, commonly known as the Blue Boo\, and 
other agencies created to assist dealers in sound buying of used cars 
and the establishing of used-car selling prices. 

The War and Post-War Periods-— Shottly after the Curtis Publish- 
ing Company’s prediction, the European war brought such a wave of 
prosperity to the working masses of the United States that increased 
incomes and business profits greatly accelerated new-car demand and 
also activated the movements of used-car inventories of dealers. These 
current incomes and profits of individuals who were without accumu- 
lated funds for cash purchases of cars were the basis for the beginning 
of instalment selling of both new and used cars; it was in 1914 that 
automobile retail-sales financing had its origin in New York City."^^ 

As automobile sales rapidly increased, dealers found that their work- 
ing capital often was absorbed by used-car inventories and was not 
sufficient to carry adequate new-car stocks. Hence, sales finance com- 
panies added to their services that of financing the wholesale purchases 
of new cars by dealers. 

The entrance of the United States into the war in 1917 resulted in 
restriction by the government of new-car production, on the ground 
that automobiles belonged to a class of luxuries whose production could 
be suspended. This action immediately put a premium on all used cars, 
and many dealers during this period attributed their continuance in 
business to their used-car activities. 

In 1918, Chicago dealers, who had found that an annual automobile 
show stimulated new-car sales, inaugurated a used-car show. Such a 
show, of course, demanded that cars displayed be in a state of good 
repair and of attractive appearance. Dealers in other cities copied or 
adapted the idea to their own merchandising methods.^® 

“TAif Automobile, XXXI (1914), September 3, 66. 

^Ibid„ xxxn (1915), June 17, 1096. 

^*Ibid., XXX (1914), April 30, 939. 

“ For a full discussion, see Chapter X, “The Sales Promotion of Used Automobiles,’* 
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Acceptance of Used Cars in Trade on Used Cars and 
Effect of Low Prices of New Cars 

As late as 1920, the usual new-car dealer scorned the idea of accept- 
ing a used car as partial payment on a used-car transaction. By 1922, 
however, the tremendous production of the post-war period had caught 
up with the demand in the market. While the Curtis study of 1914 
spoke of a large virgin market, such a market, by this time, had been 
exploited to a considerable extent by manufacturers, and the new-car 
demand arose primarily from demand for replacements. Moreover, 
after 1923 all of the increased production of new cars was sold abroad. 
Mr. D. M. Phelps, writing on foreign markets and the growth of the 
automobile industry, said: “The entire increase in production of the 
American automobile industry since 1923 must be ascribed to export 
business. The takings of the domestic market have not increased since 
that time but the volume of automotive products taken by the foreign 
market has increased rapidly from an absolute standpoint, from a 
standpoint relative to the total production of the industry, and as a part 
of our total manufactured goods export.”^® 

Dealers of high-priced cars, whose recent-model used cars were 
higher in price than the low-priced new cars, were the first to feel the 
necessity of accepting trade-ins on the sale of used cars. In order to 
move their inventories of used cars, they were forced to accept used 
cars of lower valuation in trade, and gradually the entire automobile 
distribution organization was compelled to follow similar practices. 

Moreover, new-car prices were declining at this time, creating fur- 
ther difficulties in the used-car market, for the reduced prices permitted 
many previous buyers of used cars to rise into the ranks of new-car 
buyers and to decrease the demand for the better used cars. 

Since 1909, it had been Henry Ford’s price policy to reach down into 
the lower economic groups for additional new-car buyers. By 1925, 
however, the leaders in the automotive industry sensed that Ford had 
pursued this policy to the point of diminishing returns, and by 1927, 
Ford abandoned his Model T in favor of a model which had the 
standard gear shift and other refinements provided by his competitors. 

The year 1925 marks the point at which a definite break occurred 
between the price level of used cars and that of the low-priced new cars. 
As explained by Mr. Mark Adams, in Price and Price Policies, 

“ D. M. Phelps, E-ffect of the Foreign Market on the Growth and Stability of the 
American Automobile Industry (Michigan Business Studies, No. 5, HI [October, 1931], 
The University o£ Michigan, Ann Arbor), p. 553. 
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The income groups into which a lower price could further extend the 
market had already discovered and acquired the second-hand automobile. 
Used car dealers had made prices which the manufacturers of new cars 
could not meet and this had established a price floor for ne^v car sales. So 
manufacturers discovered that the larger market and the greater 
were to be had in an appeal to the median income group able to afford 
new cars.^^ 

The automobile buyers who were limited to $500 or less had found 
that the used car was a more desirable purchase than a new car stripped 
to the bare essentials. 

Data in Table i show the movement of wholesale values of new 
automobiles to lower price levels up to 1933, and a reversal of this 


Table i — Percentage Distribution of Annual Factory Sales of 
Automobiles, by Wholesale Price Classes, United 
States and Canada, 1926-1938 


(Source: Automobile Facts and Figures, 1939, compiled by Automobile Manufacturers 
Association, Inc., New York, N. Y., p. 10) 

(In Fer Cent of Toted Sales) 


Year 

$500 and 
Under 

$501- 

750 

$751- 

1000 

$1001- 

1500 

Above 

$1500 

1926 

% 

41.4 

% 

29.1 

% 

13.7 

% 

12.1 

% 

4*7 

1927 

33-7 

31.1 

14.5 

15.2 

5*5 

1928 

42.3 

30.4 

II.5 

11.4 

4.4 

1929 

53*9 

27.5 

8-1 

7*3 

3*2 

1930 

60.3 

23*4 

7*1 

6.2 

3*0 

1931 

65.2 

20.3 

8.0 

3*9 

2.6 

1932 

67.0 

22.0 

6.3 

3*1 

1.6 

1933 

80.9 

14.6 

2.0 

1*3 

1*3 

1934 

63*5 

31.6 

2.9 

1.2 

.8 

1935 

52.7 

42.6 

3*3 

•9 

•5 

1936 

50.6 

44-2 

3-7 

1. 1 

*5 

1937 

33*6 

58.8 

6.4 

.8 

*4 

1938 

15*5 

71.6 

10.6 

2.0 

•3 


trend after 1933- However, the importance of the highest priced cars 
(over $1,000) diminished steadily from 1926 on. The drop in the per- 
centage of new cars wholesaling for $500 or less in 19^7 
the inactivity of the Ford Motor Company. 

From 1930 through 1934, automobile manufacturers endeavored to 
reduce the prices of their cars in line with the reduced prices of com- 
modities and the smaller consumer incomes, the low point being 
reached in 1933. Prices in 1937 and 1938 indicated a definite trend 
towards higher factory wholesale prices of automobiles. 

^''Mark Adams, *"The Automobile — ^A Luxury Becomes a Necessity,” Price and Price 
Policies, Walton Hamilton and Associates (New York, N. Y., 1938), p, 42, 
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Manufacturers of automobiles have recognized the problem and 
have adjusted their price schedules so that their lowest new-car prices, 
in general, do not conflict with the used-car-market prices, but, even 
today, they hesitate to accept the used-car marketing problem as a part 
of their responsibility. 

Extent of the Manufacturers’ Interest in Used Cars 

It was only natural that the manufacturers of high-priced cars, 
whose dealers must, by the character of their business, frequently accept 
used cars in trade at prices above the price of many new cars, were the 
first even to deign to discuss the problem with their dealers. The first 
published comment of an automobile manufacturer relative to this 
problem that went beyond the usual “It’s the dealers’ problem, not the 
manufacturers’,” came from Mr. Alvin Macauley, President of Packard 
Motor Car Company, in 1922, when he analyzed the situation and 
advised dealers to buy used cars carefully, and, in such purchases, to 
make sujSScient allowance for the cost of reconditioning and selling the 
cars traded in.^^ 

In 1926, an investigation of the policies of 26 automobile manufac- 
turers disclosed that “only eight of these had incorporated comprehen- 
sive used-car activities as an integral, systematized part of their factory 
marketing effort.” Four of these 8 had a special department or oflScial 
devoting full time to used-car problems, while 4 more had one man at 
the factory, a part of whose duties definitely involved used-car activities. 
Again, only 8 of 26 factories studied collected statistics regularly con- 
cerning used-car stocks and sales; the rest relied on more or less general 
information about this phase of the dealer’s business.^® 

Three studies of the used-car problem, made by the Automobile 
Manufacturers Association prior to 1929, disclaimed any responsibility 
on the part of manufacturers, reasserting that it was solely a problem 
which dealers had to meet. A fourth report, made in 1929, contained 
some consideration of cooperative advertising and junking plans.^® 

Not imtil 1938, when used-car inventories reached their all-time 
peak, did manufacturers collectively aid the automobile dealers in 
liquidating their used-car stocks; their method was to sponsor a 
National Used-Car Week in March of that year. 

^ Alvin Macauley, ‘"The Used Car Is Automobile Industry’s Most Serious Problem,” 
Automotive Industries, XLVII (1922), Dec. 14, 1189. 

“ Norman G. Shidle, “New Factory Executive — ^The Used Car Specialist,” Automotive 
Industries, LIV (1926), April 8, 597. 

Federal Trade Commission, Report on the Motor Vehicle Industry (Washington, 
D. C., 1939). PP- 42-106. 
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The Attitude of Dealers toward Used Cars 

As early as 1927, new-car dealers were admonished by the general 
manager of the National Automobile Dealers Association that they 
were no longer exclusively in the new-car business,^^ and since that 
time, the organization has sought to impress automobile dealers with 
the idea that their business is essentially one of handling used cars 
profitably. 

Heavy used-car inventories made such burdensome financial de- 
mands on many dealers that during the late twenties, particularly, 
many of them were given aid by automobile-sales-finance companies in 
the wholesale financing of used cars. Dealers who received such assist- 
ance were expected to turn over to these financing companies the retail 
finance paper which their customers signed. Although the larger and 
more conservative sales-finance companies disapproved of the practice, 
competition forced them into this field, with few exceptions. 

Numerous remedies have been tried by associations of dealers to 
stimulate used-car sales and to reduce used-car losses. Some of these 
measures possessed merit; others were of a superficial character and 
unsound. The remedies employed will be discussed in a subsequent 
chapter. 

The NRA—Txom October, 1933, to May, 1935, the automobile 
dealers, organized by local areas under the Automobile Retail Code of 
the NRA, were permitted to fix used-car allowances at figures which 
would protect their margin of profit on all cars. While this proved to 
be a genuine boon to dealers — and many dealers today look back upon 
this period as one of the best in their history — both automobile manu- 
facturers and consumers objected to the practice. Limitation of used- 
car trade-in allowances curtailed new-car buying, because consumers 
were accustomed to more liberal used-car allowances and refused to 
trade their cars. 

The collapse of the NRA in 1935 outlawed combinations of deal- 
ers for purposes of price-fixing, and dealers again felt the pressure of 
automobile factories in their drives for sales volume, and in their com- 
petitive struggle for an estimated proportionate percentage of new-car 
registrations. The greatest stimulus to new-car sales comes from gen- 
erous trade-in allowances; hence, dealers were urged by manufacturers 
to grant larger allowances under the doctrine that sales volume would 
compensate for the lower gross margin per new car. This is true within 

^ C. A. Vane, then General Manager, National Automobile Dealers Association, 
“No Longer New Car Business,” N.A.D.A. Bulletin, Sept. 25, 1927. 
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limits. But the 40,000-odd dealers, many o£ whom were inadequately 
financed or were lacking in good business judgment, could hardly 
arrive independently at the point where they could determine just how 
far they should cut their gross margins in order to make the greatest 
profit. 

The automobile dealer, in many cases, has been the victim of his 
own misguided record-keeping, for, unlike most other retail businesses, 
the sale of a new car subsequently requires that an average of two used 
cars be sold before the profit or loss taken on a new-car deal can be 
determined. 

The wild and uncontrolled trading caused many dealers to resort to 
surreptitious means to salvage a part of their new-car profit. Examples 
of these are: packing of finance charges, excessive insurance rates 
included in finance charges, and padding of new- and used-car prices, 
all of which are discussed in later chapters.^^ These acts of padding 
could be done because many consumers looked at the trade-in allowance 
rather than at the balance due on their purchases. Many reputable 
dealers claim that they were forced to follow similar business practices 
in order to protect their business life. 

Leading dealers have realized that these stratagems could be of a 
temporary nature only, and have sought through legislation to create 
better conditions in the retailing of automobiles. Legislatures of various 
states have debated, and in many states have passed, dealer-licensing 
laws. These laws generally have provided for a governing commission 
to be appointed from the ranks of dealers, their purpose being to elim- 
inate dealers who followed either imethical or uneconomic business 
practices. 

The National Automobile Dealers Association, in 1937, lobbied for 
and secured a Federal investigation of the marketing practices of auto- 
mobile manufacturers,^® This inquiry was conducted by the Federal 
Trade Commission in 1938, and a report submitted to Congress in 
the 1939 Spring Session. 

An occasional market glut in cities, particularly in the more pros- 
perous industrial ones, has reduced used-car prices in some of those 
areas to a point where it has been profitable to drive these cars to other 
markets. Dealers in states which have been subjected to such importa- 

^ See Chapter XII, “Finandng of Retail Automobile Sales.’* 

House Joint Resolution 389, 75th Congress, ist Session, “directing the Federal 
Trade Commission to investigate the policies employed by manufacturers in distributing 
motor vehicles, and the policies of dealers in sellmg motor vehicles at retail, as these 
policies affect the public mterest.” 
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tions have either e£Eected or attempted to effect legislation which would 
prevent the entrance o£ these cars into their states, 

Other interesting marketing trends are the more frequent whole- 
saling of used cars by new-car dealers and the rapid increase in the 
number of exclusive used-car dealers. 

The used car^ in the forty years of automobile history, has risen 
from the position of an individual owner’s problem to a major concern 
of the automobile industry. The following chapters will develop many 
of the problems briefly touched upon in the historical account of used 
cars. 

See Chapter III, “The Supply of Used Automobiles.” 



CHAPTER II 


THE DEMAND FOR USED AUTOMOBILES 

Few industries have as complete a statistical record of their opera- 
tions as the automobile industry. Several factors have made this pos- 
sible: the relatively recent origin of the business; cooperative efforts 
of automobile manufacturers through their association; the character 
of the product — i.e., its large unit value, and its relatively long life; and 
the requirement by local governments that each automobile sale be 
recorded and that all cars operated be registered annually. 

It is recognized today that the automobile market no longer is a 
single one, but is composed of new- and used-car markets, each of 
which is separate and distinct, and vital to the automobile industry. 

An analysis of the demand for used cars may be approached from 
the following aspects: (i) an analysis of car registrations over the 
past twenty years; (2) estimates of new- and used-car sales since 1919, 
with emphasis on the importance of the growth of used-car sales; 
(3) an estimated valuation of all cars registered as of October 31, 1938, 
in order to determine at what price cars now coming into the market 
will be absorbed by used-car buyers; (4) an analysis of car ownership 
by income classes, with an attempt to determine the classes which buy 
new cars and those which buy used ones. 

Automobile Registrations — ^A Measure of Ownership of 
New and Used Cars 

Since all used cars were at one time registered as new cars, an 
analysis of total annual registrations, annual new-car registrations 
(which could also be termed annual retail sales), and estimated mor- 
tality of automobiles each year will present a picture of the expansion 
and development of the used-car market over a period of years. 

Statistics on total car registrations and on current new-car sales are 
published regularly. The number of cars which are withdrawn annu- 
ally from registration, usually indicating that they have arrived at the 
end of their useful life, may be computed in the following manner: 
The new-car registration of the current year is added to the car regis- 
tration of the previous year, and from that figure the car registration 
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of the current year is deducted. The remainder is the estimated number 
of cars withdrawn from registration. Table 2 shows the annual regis- 
trations since 1918, the number of new cars registered annually, and 
the estimated number of cars withdrawn from registration annually. 

Some justifiable criticism can be advanced as to the reliability of 
these data, particularly with reference to the years 1930 through 1933, 
when many owners temporarily withdrew their cars from service and 
did not register them because of lack of funds. To the extent that this 
occurred, the estimates on annual mortality are high. 

Total registrations for 1938 indicate that there were almost four 
times as many automobiles in operation in that year as there were in 
1919. New-car registrations increased rapidly from 1919 to 1923, the 
1923 new-car registrations being more than 100 per cent higher than 
those in 1919- During the period 1923 through 1929, new-car registra- 


Table 2 — Total Registrations, New-Car Registrations, and 
Estimated Annual Mortality of Passenger Automobiles 
IN THE United States, 1919-1938 


Year 

Total 

Registrations 

(X) 

New-Car 

Registrations 

(=x) 

Estimated Annual 
Mortality 
( 3 ) 

1918. 

5,621,617 

— 

— 

1919 

6,771,074 

1,850,865 

701,408 

1920 

8,225,859 

2,050,238 

595,453 

1921 

9,346,195 

1,555,468 

435,132 

1922 

10,862,650 

2,417,104 

900,649 

1923 

13,479,608 

3 , 753,945 | 

1,136,987 

1924 

15,460,649 

3,303,646 

1,322,605 

1925 

17,496,420 

3,870,744 1 

1,834,973 

1926 

19,237,171 

3,228,401 

1,487,650 

19^7 

20,219,224 

2,623,538 ! 

1,641,485 

1928 

21,379,125 

3,139,579 

1,979,678 

1929 

23,121,589 

3,880,206 

2,137,742 

1930 

23,059,262 

2,625,979 

2,688,306 

1931 

22,366,313 

1,908,141 j 

2,601,090 

1932 

20,885,814 

1,096,399 

2,576,898 

1933 

20,643,564 

1 , 493,794 

1,736,044 

1934 1 

21,532,408 

1,888,557 

999,713 

1935 

22,562,847 

2,286,452 

1,256,013 

1936 

24,178,211 

3,312,090 

1,696,726 

1937 

25,449,924 

3,658,525 

2,386,812 

1938 

25,261,649 

1,839,285 

2,027,560 


(1) Automobile Facts and Figures, 21st Edition, Automobile Manufacturers Association 
(New York, N. Y., 1939), p- 16. 

(2) Automotive Industries, LXXX (1939), February 25, 202. Data prior to 1926 
represent U. S. Production less U. S. Exports; data irom 1926-1938 secured from 
R. L. Polk and Company. Model year for 1935 was 10 months long^. Model years 
from 1936-1938 extended from November i to October 31. 

(3) New-car registrations of the current year plus car registrations of the previous year, 
minus car registrations of the current year. 
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tions leveled off. In this period, more new automobiles were registered 
than in any other seven-year period in automobile history. By dividing 
the last eighteen years into two periods, 1921-29 and 1930-38, an inter- 
esting comparison is possible. In the first period, 27,772,631 new cars 
were registered as compared with 20,109,222 new cars in the latter 
period. 

In 1921, there were 9,346,195 cars registered; in 1929, 23,121,589, an 
increase of almost 14 million. In 1938, total car registrations reached 
25,261,649, showing a net gain in this latter 9-year period of slightly 
more than 2 million registered cars. During the 1921-29 period, 12,876,- 
901 cars were withdrawn from use; in the period 1930-38, 17,969,162. 
Stated in another manner, 46.4 per cent of the new-car registrations 
during the period from 1921 through 1929 was needed to replace cars, 
and 53.6 per cent accounted for increased car registrations. In the last 
9-year period, however, 89.4 per cent of new-car registrations was 
needed for replacement, and 10.6 per cent represented an increase in 
total car registrations. 

In 1923, a year in which new-car registrations were only slightly 
below the peak year, 1929, there were 13,479,608 cars registered. It has 
been estimated that for this year between 7 million and 8 million of 
these had been purchased as new cars, the remainder having been 
purchased as used cars. In 1938, 25,261,649 cars were registered, and of 
these it has been estimated that from 10 million to ii million had been 
purchased as new cars and the rest as used ones.^ 

There are at least two factors which give support to the estimate 
that there are from 10 million to ii million car owners in the United 
States who purchase their cars new. First, the distinct levelling off of 
registrations of new cars from 1923 to 1929 indicates that approximately 
3 million new cars were the maximum that the market could absorb 
annually, on an average, even in a prosperous period; and second, the 
average car owner trades his car after three to four years of service. 
In addition, in the last six years, at least two studies have been made 
which indicate that there are approximately 12 million families in the 
United States that earn in excess of $1,500 annually; and the bulk of 
new-car sales must arise from this group.^ 

If new-car owners have increased only 3 million in number since 

^Weekly Press Releases, American Petroleum Industries Committee, January 17, 1938, 
and January 3, 1938. 

^Consumer Incomes in the United States, Their Distribution in 1935-36, National 
Resources Committee (Washington, D. C-, 1938), p. 6. Also, Market Research Series, 
Consumer Use of Selected Goods and Services by Income Classes, U. S. Bureau of Foreign 
and Domesttc Commerce (Washington, D. C., i935)* 



Table 3 Estimated Total New and Used Cars Sold Annually, and Ratio of Sales to Total Registrations, 

1919-1938 
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Sources: Column (i). See footnote (2), Table 2. 

Column (2). National Automobile Dealers* Association. 
Column (5). See footnote (i), Table 2. 
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1923, the 12 million increase in the number of car registrations over 
15 years ago must be attributed to the vast increase in used-car sales 
(Table 3). 

The foregoing analysis indicates that the automobile market has 
not expanded horizontally but vertically in the past fifteen years. It is 
the used car that has made the automobile democratic, for low as 
recent new-car prices have been in relation to automobile history, the 
price of a new car is still beyond the reach of 60 per cent of the current 
automobile users. The used car, representing various amounts of 
unused transportation, has made an automobile available even to a 
prospective buyer who has as little or less than $25 in cash. 

New- and Used-Car Sales, 1919-1938 

Table 3 was constructed to show the annual new-car sales and the 
annual estimated used-car sales for each year from 1919 to 1938. 

In 1919, new-car sales were 1,850,865, and estimated used-car sales 
were 1,086,000, a ratio of 59 used cars to every 100 new cars. In 1938, 
new-car sales were 1,839,285, and estimated used-car sales were 3,697,000, 
a ratio of 201 used cars to every 100 new cars.® 

Ratio of Annual Automobile Sales to Car Registrations 
As a Measure of Activity in the Automobile Market 

The annual new-car registrations reflect buying and selling through- 
out the ranks of automobile ownership. Approximately 90 per cent of 
all new-car buyers and 59 per cent of all used-car buyers offer a trade-in 
as part payment.^ Naturally, the volume of new-car sales determines, 
to a large extent, the activity within the used-car market. 

By comparing the estimated automobile sales of any year with the 
total registration figures, an estimate can be made of the activity of the 
market and approximately the length of time the average car owner 
keeps his car. {See Column 6, Table 3.) 

Generalizations based on any one year, however, might lead to 
erroneous conclusions, for business sentiment, as well as annual income, 
has fluctuated widely over the past twenty years, and it is fair to assume 
that automobile sales are decidedly sensitive to both factors. In years 
regarded as highly prosperous and above normal business, 40 per cent 
of the car owners trade their cars, indicating that the practice in such 

®This estimate seems a conservative one, for the Automobile Manufacturers Associa- 
tion estimated 216 used cars sold to every 100 new cars. Sec Composite Experience Table, 
1938, Appendix E, 

*md. 
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years is for car owners to keep their cars two and one-half years before 
trading them. In the severe depression years, 1932 and 1933, activity in 
the car market declined precipitously, the ratio of sales to registrations 
having dropped to 15.0 and 20.1, respectively, in these years, indicating 
that in Hke years a car owner is prone to trade his car only every five 
to seven years. In 1938, the ratio of sales to registrations dropped to 
21.9, reflecting unfavorable business conditions, with an inference that 
the consumer kept his car about five years. 

The sensitiveness of the automobile industry to business conditions 
is readily recognized by all connected with the industry, and the trend 
in recent years towards heavier fixed costs in the manufacture and 
distribution of cars creates additional diflSculties in a declining market. 

Attitude of ManufactujEcers towards Market Demand for Cars 
Selling at Less Than $500 

In automobile circles today, the automobile market really represents 
two markets — ^the new-car market and the used-car market.® Automo- 
bile manufacturers have recognized this fact, and because they find that 
a new car in the low-priced field suffers in price comparison with the 
many good used cars, they have tended to widen that gulf, as exempli- 
fied by Ford’s withdrawal of his four-cylinder car in 1932, and Ply- 
mouth’s withdrawal of the four-cylinder car in 1934. 

There are still some individuals who believe that there is a market 
for a new car selling bejow the $500 mark, but if there is, the leaders 
of the industry are failing to recognize it as a profitable one. While it 
is true that a few manufacturers of new cars have sought a part of this 
market, the failure of Willys, Austin, and Crosley cars to obtain any 
noticeable share of it substantiates the business judgment of the larger 
manufacturers. 


Analysis of Value of All Cars in Use 

The preceding discussion has shown the growth of activity in the 
automobile market in terms of the number of automobiles involved 
without considering the transactions in terms of value. The value of 
annual new-car sales is easily obtainable, due to the availability of 
statistical material; but the value of the used-car sales is at best a guess — 
it can only be approximated. A new-car sale is a sale of the current 

®In a report, 1936 Motor Car Buyers, Third Annual Study of Consumer Reaction, 
the Crowell Publishmg Company, showed that 75.7 per cent of new-car buyers had pur- 
chased a new car at the time of their previous purchase and 72.6 per cent of the used-car 
buyers bad purchased used cars prior to thdbr most recent purchase. 



Tabie 4— Estimated Value of Automobiles in Use in the United States, October 31, 1938 
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Columa 6: Estimate furnished by American Petroleum Industries Committee, based on data supplied by Automobile Manufacturers 
Association, Inc., New York., N. Y., January 13, 1939. 
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model at an established price, but a used-car sale may be the sale of a 
car one or more years old, and because of its condition there may be 

wide variations in price among like models. r u 

Table 4 shows an analysis of the value of cars in use as of October 
ai 1938. Such an estimate involves the number of cars in various age 
classifications in use as of that date, the average price they sold for as 
new, and their estimated value in the market as of 1938. 

The total value of the 23,350,412 cars in use on October 31, 1938, was 
estimated to be approximately $4,356,000,000. A comparison below of 
the number of cars and their total value, within selected classes of 
values, reveals the relative importance of the cars of low value, as far 
as their number is concerned, and the small portion of value such cars 
make of the total value of all cars in use. 


Average 

Value Class 

Per Cent of Number 
of Cars in Class to 
Total Number 
14.2 

Per Cent of Value 
of Cars in Class to 
Total Value 

1.9 

(TO - - - . 

16.I 

3*4 

CT Tnn . . 

10.2 

4.2 

mT . 

22.3 

17.8 

-900 


72.7 

Total 

iOO. 

IOO. 


All cars valued at $100 or less represented 9.5 per cent of the total 
value of cars in use, but these same cars represented 40.5 per cent of 
the number of cars in use at that time. 

The average prices for models of various years hardly reflect the 
wide range of actual market prices. From the following grouping of 
percentages from Column 4 of Table 4, it is seen that 37 -^ cent of 


Per Cent 

Age of Car of Cars in Use 

Under 3 years 37-2 

3 years -y years 3^-5 

8 years and over 3^*3 


Value 

Over $184 
48“! 84 

Under 48 


the cars in use are less than 3 years old and average in excess of $184 in 
value; cars which are 3 to 7 years old represent 32.5 per cent and range 
in average value from $48 to $184; the balance, 3^*3 cent, are 8 or 
more years old and fall into the classification known in the trade as 
the junker class, valued at $48 or less. 

The average value of all cars in use was found to be $187,® but the 


•The American Petroleum Industries Committee furnished an estimate of $197.32 for 
1938 to the writer under date of January 13, i939- 
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average modal value was $139, indicating that about 53 per cent of the 
cars on the market were valued at less than $140 each. It is this con- 
dition which has made possible the wide ownership of automobiles in 
the lower income groups. 

From this analysis, also, it appears that the potential new-car buyers 
are those car owners owning the 37.2 per cent of the cars less than 
three years old and worth more than $184. The cars that they trade 
in will be absorbed primarily by those owning cars three to seven years 
old, valued from $48 to $184. The trade-ins valued at |ioo or less 
will be absorbed by those whose incomes will not permit a larger 
expenditure for their cars. Even though such a classification is arbitrary 
and many new-car buyers drive their cars in excess of three years 
prior to trading them in, this picture prompts a closer examination of 
the relation of the incomes of consumers to the demand for used cars. 

Consumer Incomes in Relation to Used-Car Demand 

Demand for used automobiles is predicated upon incomes suffi- 
ciently large to take off the market the current supply at a price that 
will enable dealers to handle them, and at a price that will induce 
present owners of automobiles to trade for new or better used cars and 
so maintain a normal supply of used cars on the market. 

Although used-car buyers arise primarily from the lower income 
groups, who are unable to purchase new cars, it is well known that 
some consumers with the financial means to purchase new cars choose 
secondhand ones. This is explained in several ways. Some prefer a 
late model used car of a higher-price classification to a new car of a 
lower new-car price-class. Some believe that a used car, carefully 
selected, offers a better value. Others assert that the limited use which 
they make of a car does not justify the price of a new car with its 
heavy first-year depreciation. Consequently, any attempt to relate 
used-car prices to income classes can only result in an expression of a 
general tendency. 

In a consumer study of the use of selected goods, 228,690 consumers 
within various income classes in 50 different cities were interviewed; 
of these, 54.27 per cent stated that they owned cars.’’ Table 5 presents 
the summarized findings on car ownership by income classes for 50 
cities and shows also the variations in amount of ownership by income 
classes among the 50 different cities. 

Consumer Use of Selected Goods and Services by Income Classes, U. S. Bureau of 
Foreign and Domestic Commerce (Washmgton, D. C., 1935). 
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Ownership Related to Income Classes 

Table 5, showing the various income groups and car ownership in 
these income groups, is most revealing. The first three income classes 
comprise the major group o£ used-car buyers and, consequently, will 
be more closely analyzed. The high per cent of car ownership in these 
low-income brackets probably is the most striking revelation in the 
table. One naturally wonders how people in these lower brackets— 
with incomes less than what many might term bare subsistence incomes 
— can own and operate automobiles. 

The table shows car owners by income classes in each of the 50 
cities included in the study. The percentage of car ownership among 
familips for all income classes ranged from 29.2 per cerit in Jacksonville, 
Florida, to 71.8 per cent in Lincoln, Nebraska. As might be expected, 
the lowest per cent of car ownership existed in the cities in the south- 
eastern part of the United States. Of the 9 cities in which less than 40 
per cent of the families owned automobiles, 7 were located below the 
Ohio River and east of the Mississippi. On the other hand, 17 of the 
18 cities in which 60 per cent or more of the families owned automo- 
biles lie west of the Mississippi River. The one exception is Laiising, 
Michigan, which is in the center of automobile manufacturing territory, 
is in a relatively rich farming area, and is the capital of the state 
factors which may help to explain its position. 

Cleveland and Minneapolis were the two largest metropolitan cities 
surveyed. In these cities, die percentages of car ownership were almost 

Table 5 — Automobile Ownership by 228,690 Famiues of Various 
Income Groups in 50 Cities in the United States, 1933 

(Source: ‘"Automobile Ownership in 50 Cities by Families m Various Income Groups,” 
Consumer Use of Selected Goods and Services by Income Classes ^ U. S. Bureau 
of Foreign and Domestic Commerce, Washington, D. C., i935») 


Summary 


Income 

Group 

Number of 
Families 

Number of 
Families 
Owning Cars 

Per Cent 
of Total 
Number of 
Families 

Per Cent 
of 

All Car 
Owners 

Per Cent 
Owning 
Cars 

Below 1 500 

60,603 

18,491 j 

26.5 

14.9 

30-5'' 

500- 999 

53,285 

23,702 

23-3 

19.1 

44-5 

1000-1499 

43,908 

26,682 

19.2 

21.5 

60.8 

1500-1999 

30,644 

21,842 

13.4 

17.6 

71-3 

2000-2999 

24,699 

19,608 

10.8 

15.8 

79-4 

3000-4999 

11,435 

9,804 

5.0 

7*9 

85,7 

5000 and above 

4,116 

3,971 

1.8 

3*2 

96.5 

AlU Families 

228,690 

124,100 

100.0 

100.2 

54-2 


»When families are combined into one income group — below $iooo—the per cent 
owning cars is 37.0 per cent. 
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City 

Neu/ England 

Burlington, Vt 

Portland, Maine 

Providence, R. I 

North Central and 

Middle Atlantic 

Cleveland, O 

Decatur, 111. 

Des Moines, Iowa 

Erie, Penna 

Kenosha, Wis 

Lansing, Mich 

Paducah, Ky 

Peoria, III 

Radne, Wis 

Trenton, N. J. 

Wheeling, W. Va 

Williamsport, Penna. . . . 
South East 

AshviUe, N. C 

Atlanta, Ga 

Baton Rouge, La 

Birmingham, Ala 

Charleston, S. C. ...... . 

Columbia, S. C 

Frederick, Md. 

Greensboro, N. C 

Hagerstown, Md 

Jadcson, Miss 

Jacksonville, Fla 
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identical, for each showed car ownership in slightly more than 57 per 
cent of the families. Also, the survey indicated that approximately 35 
per cent of the families earning less than $500 a year in both cities 
owned cars. 

The range of car ownership among the various income groups for 
the 50 cities is indicated below : 




Per Cent 


Range between 



Owning 


Ht^ and Low 

Income Class 


Cars 

City 

Per Cents 

All Classes 

(Low 

29.2 

Jacksonville, Fla, 

42.6 

• '(High 

71.8 

Lincoln, Nebr. 


No Income 

(Low 
• (High 

4*5 

59.2 

Charleston, S. C, 
Sioux Falls, S. D. 

547 

$ i-$499 

(Low 

4.9 

Charleston, S. C. 

■484 

• (High 

53*3 

Lansing, Mich. 

500- 999 

(Low 

19.1 

Richmond, Va. 

46.9 

■ (High 

66.0 

Lincoln, Nebr. 

1000-1499 

(Low 

35*4 

Trenton, N. J. 

42.3 

•(High 

77-7 

Lansing, Mich. 

1500-1999 

(Low 

46-3 

Trenton, N. J. 

39-1 

• (High 

854 

Lansing, Mich. 

2000-2999 

(Low 

54.8 

Trenton, N. J. 

37*3 

‘(High 

92.1 

Lansing, Mich. 

3000-4999 

(Low 

67.8 

Trenton, N. J. 

32.2 

and over 

. (High 

100.0 

Williamsport, Pa. 


5000-6999 

(Low 

75.8 

Wheeling, W. Va. 

24.2 

and over 

. (High 

100.0 

Seven cities 


7000 and over. . 

(Low 

60.0 

Trenton, N. J. 

40.0 

• • (High 

100.0 

Two cities 


As can be noted, the range narrows as incomes climb. But even 
here it is evident that car ownership is not as commonplace in the 
southeastern part of the United States as it is elsewhere. There are 
several factors which may explain the lag of car ownership in the 
South: (i) the heavy taxes borne by car owners in the form of regis- 
tration fees and gasoline and oil excises; (2) the slower pace of living 
in that territory; (3) the lack of good roads. 

With the exception of the southeastern states, automobile ownership 
is quite comparable by income classes throughout the United States. 

'Estimated Distribution of Car Ownership by Income Classes 
for the United States 

The National Resources Committee in its study of consumer 
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that there were 39,458,300 families in the United States. If the per- 
centages of car ownership as reflected in the 1933 study of selected 
incomes, shown in Table 5, are applied to the total number of 
families in the United States in each income group, an estmate of 
the number of cars owned within each of these income classifications 
can be made. 


Table 6— Estimaied Car Ownership by Families in Various Income 
Classes for the United States, 1935-1936 


(Sources: Columns i and 2: National Resources Cou^ttee, Co^mer «» Me 
Umted States, Their Distribution in igSSS^ [Washington, D. C., 1938], p- o. 
Column 3: See Table 5> column 5 j P* ^^0 


Income 

Group 


Estimated Number 
of Families and 
Smgle Individuals 
(X) 


Per Cent 
at Each 
Level 

(3) 


Per Cent 
Owning 
Cars 

(3) 


Estimated Number of 
Families and Smgle 
Individuals Owning 
Cars 

(Col- 1 X Col. 3) 
(4) 


Below $ 500 

500- 999 

1000-1499 

1500-1999 

2000-2999 

3000-4999 

5000 and above . . 


6i7io,gii 

11,648,038 

8,734,423 

5,185,926 

4,434,085 

1,818,269 

926,648 


17-0 

29.5 

22.2 

13.2 

11.2 
4.6 
2.3 


30.5 

44-4 

61.0 

71.3 

79.6 

86.9 

92.9 


2.047.000 

5.172.000 

5.328.000 

3.698.000 

3.530.000 

1.580.000 
861,000 


Total 


39,458,300 


100. 


Registrations for 1935 and 1936 were 22,562,847 
These registrations serve as a check on the reasonableness 
the above table. 


— I 22,216,000* 

and 24,178,211, respectively. 
o£ the procedure employed in 


In 1935-36, there were 39,458,300 families and single individuals in 
the United States and, according to the above estimate, 22,216,000 
families owned cars. Of the total number of famihes and individuals, 
it is estimated that 12,364,928 earned $1,500 or more per year; since 
it is estimated that the new-car market is composed of approximately 
10,000,000 car owners, the bulk of new-car sales must come from 
this group. The balance of the individuals and families, 27,093,372 or 
68.68 per cent, who reported incomes of less than $1,500 annually, 
represent the major source of the used-car demand. 

Car Ownership and Income Classes Related to Car "Values 

Referring to Table 4, which sought to establish the values of all cars 
in use, it was found that 14.2 per cent of the registered cars in 1938 
were valued at $25 or less, and that another group of 22.4 per cent were 
valued from $26 to $75, while another 26.2 per cent, valued from $76 to 
$200, made a total of 62.8 per cent for all cars in use that were valued 
at $200 or less. 
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The purpose of Table 7 is to relate the number and value of cars 
in use to the number and incomes of families owning cars in the 
United States. 

The difference between the 22,216,000 families and single individuals 
owning cars and the 23,350,412 registrations may be reconciled by the 
million cars, approximately, in families which own two or more cars. 

It is hard to believe that a family earning less than $500 a year can 
afford to own a car worth much more than $25, although undoubtedly 
some may. The estimated values of used cars presented in the table 
below show that 3,3155079 of the total cars registered were valued at 

Table 7 — Comparison of Estimated Number of Car Owners by 
Income Groups with Estimated Number of Cars 
BY Car-Valuation Groups 

(Source: Column i: Table 6, column 4; Column 6: Table 4, column 3.) 


Income 

Group 

Number of 
Owners 

(1) 

Number of Cars in 1938 Valued at: 

1-1 


$76- 

300 

(4) 

Above 
$200 1 

( 5 ) 

Total 

(6) 

Below $ 500 

2,047,000 


3,315,079 




3,315,079 

500- 999 

5,172,000 



5,227,882 



5,227,882 

1000-1499 

5,328,000 




6,130,187 


6,130,187 

1500-1999 

3,698,000 







2000-2999 

3,530,000 







3000-4999 

1,580,000 

- 




8,677,264 

8,677,264 

5000 and 








above 

861,000 







Total 

22,216,000 1 





23,350,412 


$25 or less, and that the number of families earning less than $500 
annually and owning an automobile numbered 2,047,000. It is not 
unreasonable to believe that this relation is natural; their incomes 
would hardly warrant greater expenditure, and to make demand 
effective, car prices must be within their reach. 

A similar relationship exists in the next two income brackets — $500 
to $999, and $1,000 to $1,499 — ^with cars grouped on the basis of $26 to 
$75 and $76 to $200. Car ownership in these low-income brackets has 
been possible inasmuch as prices have been set to be within their reach. 

The class $1,500 to $1,999 contains both new- and used-car buyers; 
those in the lower portion of this group may purchase some of the 
better grades of used cars, while those in the upper part of the bracket 
probably turn to the new-car market.® 

Automobile Trade Journal places new-car buyers in the group which earns 
$1,800 to $2,100 or more a year. (R. B, Prescott, “Who Buys Used Cars,** October, 1939, 
p. 56.) 
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Conclusions 

During the course of automobile history numerous forecasters have 
set a ceiling to the number of cars which could be owned in this coun- 
try. Most of the forecasting errors of previous years have been predi- 
cated on ideas of static income and buying habits of people. The price 
range of cars from $25 and up, and the incessant urge of all families 
to own an automobile, frequently at the expense of food, clothing and 
shelter, have confounded these forecasts in the past. How much further 
automobile ownership can expand is open to conjecture; if this coimtry 
should enjoy a long period of real prosperity, a large market still exists 
among those of the lower-income brackets who could be expected to 
buy an automobile if incomes' permit a margin above subsistence, for 
the used car has made automobile ownership a ready possibility for 
many. 

Another demand factor that may increase the number of registra- 
tions is the trend for families earning in excess of $3,000 to own two 
or more cars. This trend is noticeable in large metropolitan areas where 
many people in suburban districts feel the necessity for two cars. 
This means that they will not offer their first car in trade when they 
purchase a second car. This second car may be bought either new or 
used. The last column in Table 5 shows the percentage of families 
in each of the 50 cities owning more than one car. Of all families, 
3.6 per cent owned two or more cars. 



CHAPTER III 


THE SUPPLY OF USED AUTOMOBILES 

For convenience the discussion relating to the supply of used auto- 
mobiles has been divided into three major sections: 

1. The source and extent of the supply of used cars, and factors 
within the industry which affect supply, recognizing that the 
supply is an everchanging one, necessitating consideration of 
new-car production and length of car life. The automobile, 
although primarily a consumer’s good, is a consumer’s capital 
good of long life. 

2. A qualitative analysis of the used-car supply, involving the char- 
acter of the used car as it enters the market — ^has it been owned 
personally or has it been used for commercial purposes before 
entering the market as a used passenger car.? 

3. Factors which affect the free movement of used cars from one 
local market to another — ^including interstate barriers. 

The Extent and Source of the Supply of Used Cars 

The supply of used cars is so closely related to the demand for used 
cars that the extent of the supply from year to year may be measured 
by the number of used cars sold annually. In the preceding chapter on 
demand, in Table 3, an estimate of the number of used cars sold each 
year from 1919 through 1938 was presented. The highest number sold 
in any one year was 6,029,000 in 1937 compared with 3,659,000 new-car 
sales during the same year. Since 1930, the number of used-car sales 
annually has been from 60 per cent to loi per cent greater than the 
number of new-car sales. 

The used car can enter the market in four ways: trade-ins on new 
cars, trade-ins on used cars, repossessions of cars, and privately owned 
cars offered for sale direct to used-car buyers. 

Trade-Ins on New and Used Cars 

It is estimated that more than 90 per cent of the supply of used cars 
result from trade-ins on purchases of new and used cars. When it is 
recognized that for every 100 new cars sold, 90 used cars are accepted 
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in trade as part payment, and that the sale of these 90 involves taking 
in approximately 60 other used cars in partial payment and that in the 
sale of these 60, 30 other used cars are accepted with possibly a number 
of trade-ins involved in the sale of these 30, it is understandable how 
each sale of a new car in 1938 involved, on the average, the sale of two 
used cars. While the ratio of 2.01 for 1938 may be high because of the 
carryover of used-car inventories from the prosperous new-car market 
in 1937? it may reasonably be expected that the ratio of used cars to new 
cars sold by dealers will average between 1.5 and 2.0 in future years. 

There are several factors which help to create the number of trade- 
ins and currently increase the supply of used cars. Chief among these 
are: (i) the increasing life span of the automobile; (2) the mechan- 
ical improvements in the automobile; (3) the production of annual 
models with emphasis on style changes; (4) the merchandising skill 
of the automobile industry. 

Length of Car Life — In Table 4, of the previous chapter, an analysis 
was presented of the age of all cars in use and the estimated value of 
these cars. Of the 23,000,000 cars, more than 3,000,000 were over 9 years 
old, indicating that many cars were owned and operated beyond this 
length of time. The supply of used cars is contingent, therefore, upon 
the production of new cars whose sale, as has been pointed out, involves 
trade-ins in 90 per cent of the cases, and upon the duration of the 
automobile. 

The importance of the car-life factor has long been recognized in 
the automobile industry. However, not until 1926 was any study of 
car life made available in published form. In that year, Professor C. E. 
GriflBn, of the University of Michigan, published a study of the mor- 
tality of automobiles. Michigan registration figures for 1923 and 1924 
were analyzed and divided into yearly models for the years 1910 
through 1922. By comparing 1924 registration data with 1923, annual 
mortality by age was obtained. From this, a life curve was constructed 
which graphically presented the life expectancy of all ages of cars 
within the classification studied. The mortality study gave the normal 
“expectation of life” of motor vehicles at 7.04 years.® 

Nine years later, Mr. John W. Scoville, Chief Statistician of the 
Chrysler Corporation, prepared a study which involved an analysis of 

^ See Composite Experience Table, Appendix E. 

®This trend is verified in Table 3, Chapter II, showing the ratio of used-car sales to 
new-car sales from 1919 through 1938. 

®C. E. GriflSn, The Life History of Automobiles, from Michigan Business Studies, 
Vol. I, No. I, February, 1926. 
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car life. With reference to registration data collected for the country 
as a whole, he listed several quaUfying factors : 

No one knows very exacdy how many cars are in use at a given date. 
The death of a car is a nebulous affair — ^it is difficult to tell when the car 
made its last mile. Registration figures are not exact. The same car may 
be registered in more than one state. An old license plate may be trans- 
ferred from an old car to a new car. The car may be driven with a license 
plate of the year before. Not all of the license plates issued by the License 
Bureau may be sold to car owners. For the years 1933, 1934 and 1935 the 
R. B. Donnelly figures give car registrations by makes and by year models. 
Knowing how many cars were sold each year, and also how many were 
in use on January i, 1935, we can determine the percentages still in use 
after i, 2, 3, etc. years.^ 

This study showed the average car life in 1935 to be 8.18 years in 
contrast with 7.04 years in 1924 as estimated by Professor Griffin in his 
study. A third analysis has been made recently by Mr. Marcus Ains- 
worth, Chief Statistician of The Automobile Trade Journal, and Mr. 
Adolph F. Schwartz, of the actuarial department of the Penn Mutual 
Life Insurance Company. Their findings were published early in 1939.® 
This might be termed the most extensive study of car life to date,® 
continuing the research inaugurated by Professor Griffiin. 

Car registrations for the states of New York, Ohio, and Kansas, 
comprising a sample of over 4,000,000 cars, for the years 1936 and 1937 
— about 17 per cent of all registered cars — ^were studied. The number 
of cars by year-model efiminated between 1936 and 1937 was used as 
a basis for adjusting Professor Griffin’s car-Hfe curve to current condi- 
tions. Normal life expectancy for a new car was found to be 8.58 years, 
approximately one and one-half years longer than Professor Griffin’s 
findings of 7.04 years in 1924, and four-tenths of a year longer than 
Mr. Scoville’s 1935 findings of 8.18 years. 

Four basic factors have had their influences on car Ufe during this 
period: (i) the improved mechanical features of the automobile, 
embodying better engine and body construction, and — ^very significant 
— ^the low-pressure automobile tire; (2) greatly improved roads, which 
have reduced the wear and tear on automobiles; (3) a body of im- 
proved drivers; and (4) widespread service facilities for greasing and 
oiling of automobile parts. 

Inasmuch as the average annual mileage per car has increased from 

^Joim W. Scoville, Behavior of the Automobile Industry tn Depression, an address 
before the Econometric Soaety, New York, N, Y., December, 1935, published by the 
Chrysler Corporation. 

® Marcus Ainsworth and Adolph F. Schwartz, “Today’s Cars Are Longer Lived,” 
Automotive Industries, LXXX (1939), February 23, 201-2. 

® The Commercial Research Division of The Curtis Publishing Company also released 
a study in June, 1939, based on the same data. 
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6,300 miles in 1919 to over 10,000 miles in 1938,’^ the full import of 
the increase in car life is not reflected alone in the life span of 8,58 
years. Moreover, the trend for average annual mileage is still moving 
upward, which indicates that the factors which have greatly lengthened 
car life in terms of years have done so in the face of increasing use of 
the automobile. From these studies, it can be assumed that the cars 
manufactured since 1926 have an average life of at least 8 years. 

The relatively long life of an automobile (as a consumer good) and 
its lengthening life span have their influence on the available supply of 
used cars. In the late twenties and early thirties, considerable pressure 
was put on manufacturers to establish junking funds in order to elim- 
inate from the market many of the older and lower-priced cars, with 
the purpose of reducing the used-car supply and strengthening the 
demand and the price structure of the used-car market. The granting 
of junking allowances has been discontinued. The economic fallacy 
of this practice will be discussed in Chapter VII. 

The Mechanical Improvements of the Car — Unquestionably, the 
constant stream of mechanical improvements has been an effective 
measure in stimulating owners of automobiles to trade them in for 
newer cars. Few manufacturers of consumers’ goods have been able 
consistently to present annually a product that is materially improved 
over the previous year’s product.® Improvements in the automobile in 

The Market for Automobiles ^ Editorial Research, Vol. ii (Washington, D. C., 

1937), 171- 

® A partial list of the major improvements over the course of the automobile industry’s 
history is given beloiv: 

1900—1908 Motor and body improvements 

1909—1910 First closed bodies built 

1 91 1 Self-starter and electric ignition 

1912 Windshields universally adopted 

1915 Top and windshield made standard equipment 

1916 Introduction of steel bodies 

1917 Smaller wheels and steel wheels introduced 

1919 Cars designed for high-pressure lubrication 

1920 Windshield wipers adopted universally 

1921 , Hydraulic brakes introduced 

1922 Balloon tures appeared 

1923 First closed cars manufactured to sell for less than $1000 

1925 Four-wheel hydraulic brakes and all-steel bodies used 

1926 Rubber engine mountings with increased riding comfort 

1927 Standard gearshift adopted 

1928 Safety glass introduced as standard equipment 

1929 Automobile radio 

1931 Vacuum spark control used 

1932 Drop center rims replaced detachables 

1933 Steel tops and built-in trunks appeared 

1934 Synchromzed front and rear springs 

1935 All-steel bodies became universal, steermg post gearshift mtroduced 

1937 Built-in windshield defrosters, lowered floors, batteries under hood 

1938 Improved windshield vision, independendy sprung front wheels 

1939 Steering column gear-shift populadzed 

1940 Sealed beam headlights universally approved. 



SUPPLY OF USED CARS 


33 


the early years of the industry might be expected, but that the industry 
in its 40-odd years of existence has been able to offer the consumer an 
improved product each year is a tribute that only the manufacturers of 
automobiles have earned. 

The improvements in the new automobiles have been a great stim- 
ulus to owners of cars in the upper-income brackets to trade their cars 
frequently and pay the automobile industry generously for its contri- 
butions. The vast sums spent by manufacturers in technical research 
and market research have been justified by the sales in the industry. 

Styling and Appearance — ^The ability of manufacturers to change 
and, in most cases, improve the appearance of the automobile each 
year has been one of the industry’s best merchandising assets. Although 
real estate men have long preached that the home was man’s prize 
possession, the constant desire of the American pubHc to have a better 
and a more beautiful car has enabled manufacturers to effect with 
profit the costly annual changes in dies, and to incorporate new plastics 
and fabrics into the bodies. 

S\ill in Merchandising and Distribution in the Automobile Indus- 
try — The skill of automobile manufacturers in motivating the sale of 
new cars which supplies trade-ins must not be ignored. The annual 
automobile shows which introduce the coming year’s modek are prob- 
ably the most dramatized and publicized introduction of any consumer 
good. It is a wonderful tribute to the automobile manufacturers and 
their sales departments that the interest in the annual presentation has 
quickened rather than lagged as year followed year. 

Combined with this whetting of the consumer demand, the automo- 
bile industry has been able to accomplish sales through its distribution 
methods. Generally, the automobile dealer, the link between the pro- 
ducer and consumer, holds a franchise to sell one make or one manu- 
facturer’s line of cars, and the duration of the dealer’s business life, 
frequently, is contingent upon his willingness to proceed as the manu- 
facturer wishes. Until the twenties, production facilities were inade- 
quate to keep pace with demand for new cars; after 1925, production 
facilities were geared to a point beyond ready market absorption. 

The result has been that the automobile dealer, in recent years, has 
bemoaned the fact that his contract with the manufacturer is unilateral 
— ^that the manufacturer can by either direct or indirea means force 
him, the dealer, to do business as the manufacturer wants it conducted. 
The manufacturer, in the past, has set sales quotas and demanded what 
he considered was his percentage of the business in the territory* In 
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order to get this volume, although against their better judgment, many 
dealers, literally, have bought this volume through excessive trade-in 
allowances, and have borne heavy losses, even bankruptcies. This is 
one business in which the dealer, frequently, has been squeezed between 
manufacturers’ and consumers’ demands. 

These factors have all contributed to the increase in the number of 
trade-ins and the available supply of used cars. 

Repossessions in Cars Financed 

In the depression years, and particularly in poor business years fol- 
lowing a prosperous period, repossessions of automobiles and private 
liquidation of consumer ownership are most frequent. Table 8 shows 

Table 8 — Estimated Number and Per Cent of All Automobiles 
Repossessed Annually, 1928-1938 

^Sources: Column i: Table 3, column 4. Columns 2 and 4: Composite Experience Table, 

^ A J* . T? 3 . \ 


Year 

Estimated 
Number of 
Cars Sold 

(I) 

Estimated 
Per Cent 
of Cars 
Financed 

Estimated 
Number of 
Cars 

Financed 
(Col. I X Col. 2 ) 
(3) 

Estimated 
Per Cent® of 
Financed 
Cars 

Repossessed 

( 4 ) 

Estimated 
Number of 
Cars 

Repossessed 
(Col. 3 X Col 4 ) 
(5) 

Cars Repossessed 
as Per Cent of 
all Cars Sold 
(Col 5 -r-Col i) 
(6) 

1928. . 

6,812,579 

39-4 

4,046,672 

4.1 

165,914 

2.4 

1929. . 

8,870,206 

64.0 

5,676,933 

4.2 

238,431 

2.7 

1930. . 

6,942,979 

63.8 

4,429,621 

5-4 

239,200 

3-4 

1931.. 

5,163,141 

61.3 

3,165,005 

8.5 

269,025 

5.2 

1932. . 

3,i34»399 

48.6 

1,523,318 

10.4 

158,435 

5-1 

1933- • 

4,153,794 

56.8 

2,358,787 

5.7 

134,451 

3*2 

1934* - 

4,913,557 

56.6 

3,780,507 

5-3 

1 47^367 

3-0 

1935* • 

5,894,452 

60.8 

3,583,827 

7-3 

261,619 

4.4 

1936.. 

8,747,090 

59*4 

5,195,771 

5-1 

264,984 

3*0 

1937- • 

9,687,525 

59.0 

5,715,640 

9.4 

537,270 

5-5 

1938.. 

5,536,385 

57.0 

3,155,682 1 

15.1 

476,508 j 

8.6 


a. Estimate based on experience of finance companies. 


the rate of repossessions of new-and used-cars for each year from 1928 
through 1938. 

In 1938, repossessions reached their all-time peak; 6.3 per cent of 
new cars sold on time, and 19.2 per cent of all used cars sold on time 
(one out of every five) were repossessed, resulting in an average of 
15. 1 per cent of repossessions on all time-sales of motor vehicles for 
the year.® 

These data need further interpretation, however, for in 1938, only 
52 per cent of all new cars, and 60 per cent of all used cars were sold 
on instalments.^® This indicates that 3.2 per cent of all new-car sales, 
and 1 1. 5 per cent of all used-car sales in 1938 were repossessed. 

® See Chapter XDE, Table 33. 

“ See Composite Experience Table, Part 4, Appendix E. 
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Conclusions regarding 1938 repossessions, however, must be tem- 
pered. Car repossessions in any single sales year are the composite 
result of some of the current year’s sales and sales of the two previous 
years, for few time-sales contracts reach maturity during the current 
sales year. A relatively accurate picture of the rate of repossessions can 
be obtained from data for a period of years. In the years 1928 through 
1938, repossessions of total annual sales ranged from 2.4 per cent in 
1928 to 8.6 per cent in 1938. The increasing percentage during the 
course of these years can be attributed to two factors: (i) the un- 
settled business conditions of the period; (2) the marked tendency on 
the part of automobile dealers and finance companies to lower credit 
requirements to stimulate the sales of cars.^^ 

Sales of Cars by Consumers 

The number of used cars that come into the market through the 
liquidation of consumer ownership cannot be approximated, for clues 
to its extent are not available. That these cars come into the market 
is readily understandable, for a car is probably the largest capital 
asset of an individual, except a house, and probably the consumer’s 
most marketable chattel. If one takes a trip through “Automobile 
Row” in any large city, one frequently sees the sign “Cash for Your 
Car.” This indicates that at least occasional purchases are made from 
consumers who feel that it is desirable to liquidate their automobile 
ownership. However, this is not an important source of used cars, 
for it can be estimated that between 90 and 95 per cent of the annual 
used-car supply is obtained through trade-ins, the balance entering the 
market by repossession and by the consumer’s selling his car for cash. 

The Used Car in the Market — A Qualitative Analysis 

In automobile trade circles, all cars in current use are regarded as 
used cars. A study of the qualitative aspeas of all cars in use involves 
a study of their age and unused mileage, and of the gradations in 
quality of individual used cars. 

The decrease in automobile production for the 9-year period 1930- 
1938 from the previous 9-year period (1921-1929) accompanied by a 
slightly rising number of car registrations has directed the attention 
of some economists and statisticians to the consumer and to the auto- 
mobile he drives. 

“ For additional discussion of repossessions, see Chapters XI and XII on the financing 
of automobile sales. 
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Age and Unused Mileage 

Table 4, Chapter II, gives the age and the estimated value of all 
cars in use in 1938. The 1924 and 1938 studies of car life estimated the 
average age of cars in use to be 3.07 years,^^ and 4.54 years, respectively, 
indicating that the average car in use in 1938 was one and one-hair 
years older than the average car in use in 1924. 

Mr. Scoville estimated that the unused mileage of cars in operation 
in 1929 was 1,050 billion miles, and that by 1935 this consumer inven- 
tory of unused mileage had been reduced to approximately 675 billion 
miles.^* In comparing 1935 with 1929 registration figures, a decline of 
approximately one-half million cars is apparent, indicating clearly that 
the average car in use in 1935 was older and had less unused mileage 
available. By reducing these g:eneral findings to a specific figure for 
the average car in operation, it is estimated that the average car in 
1929 still had 45,000 unused miles available, and that the average car 
in 1935 had only 30,000 unused miles available. Since the average car 
has between 80,000 and 90,000 miles of use, one-half of the average car 
mileage had been used in the average car in 1929, but more than two- 
thirds of the potential mileage had been spent in the 1935 average car 
in use. 

Although automobile sales have increased since 1935 over the low 
sales of the depression years, the unused mileage in cars owned by 
consumers, in all probability, has risen but slightly, inasmuch as 1938 
sales data for new cars reveal another low point. Hence, the 1935 
mate of the average car’s unused mileage closely approximates the 
present situation. 

In regard to the used-car supply, this means that the average trade- 
in which enters the market is older, and has been driven further. Con- 
sequently, on the average, a lower grade of used cars is entering the 
market at the present time. 

Who L>rove the Trade-In? 

Up to this point, the used car has been spoken of objectively. 
But the used car is not a standard piece of merchandise; it is a 
by-product. It constitutes a product disposed of by personal users 
or commercial travelers who have sold it, generally, in order that 
they might enjoy or profitably use a new automobile. Under these 

“ C. E. Griffin, loc, at. 

^Ainsworth and Schwartz, loc. at. 

^John W. Scoville, op. at., p. 19, Mr. Scoville estimated the number of miles in a 
car at 77>5^>o* 
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conditions every used car that enters the market is different: The 
care given a car by various drivers differs, the mileage o£ each car 
varies, and the gradations of driving skill have had their effects. The 
average life of an automobile may be 8.58 years, but the life of a par- 
ticular automobile may be much longer or much shorter, depending 
upon the character of its use. 

Under such conditions is the supply of used cars created, and in this 
respect the used-car market is different from the markets selling new 
merchandise. 

New passenger cars are purchased by three classes of users. The 
first class is represented by individuals driving them to and from work 
and on pleasure trips. The typical motorist travels about 10,000 miles 
a year. With the length of car life at 8.58 years, the average car would 
travel about 85,000 miles in the course of its life.^® Even though vari- 
ations in the care accorded cars do exist, automobiles used in this 
average manner are regarded as the standard of used cars found for 
sale in the showrooms and lots of dealers. 

The second group of new-car buyers use their cars for commercial 
purposes, such buyers being salesmen, credit men, service employees of 
business institutions, and professional men. It is common practice for 
salesmen and others using their automobiles in business, who usually 
drive many more miles than the average during the course of a single 
year, to trade in their cars annually. Since the amounts of depreciation 
and obsolescence are largely governed by age — ^not usage — ^the driver 
who covers well in excess of the average mileage of motorists finds it 
to his advantage to trade. This practice naturally brings into the used- 
car market many late model cars of high mileage. This is a fact that 
used-car buyers should be acquainted with, for depreciation should not 
only be gauged by the age of a car, but also by the amount of consumed 
mileage and the care given the car. 

Ex-Taxicabs in the Used-Car Market — ^The third classification of 
new-car buyers embodies the taxicab companies which dispose of their 
used taxis in such a way that they enter the market under the guise of 
privately driven cars of a late model. The appearance of these cars in 
the used-car market is not only a danger to the used-car consumer but 
also to the reputable dealer. Consumers and also dealers, frequently, 
have purchased such cars without being aware of their previous service 
record. 

“'It has been estimated that the average motorist traveled 9,615 miles in 1937* 
American Petroleum Industries, Press Release, January 3, 1938. 
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The problem of the ex-taxicab has received considerable attention 
in recent years because numerous taxicab companies have found it 
advantageous to purchase standard passenger sedans, transform them 
into taxicabs, and after a year’s operation return them to standard forms 
of sedans and market them as late-model pass^ger cars. 

There is a possibility, however, of magnifying this problem to a 
point where it is out of proportion to its importance. The numb^ of 
taxicabs in use in the United States has been estimated at 70,000.^ This 
would mean that there is one taxicab for each 360 registered automo- 
biles. But not all of these 70,000 taxicabs are of the character which 
permits their being transformed to standard sedans for the used-car 
market. In certain cities, however, the taxicab ratio to private car 
ownership is much greater. For example, Washington has one.t^cab 
for every 158 of its population; New York, one for each 600; Baltimore, 
one for each 1,000; Boston, one for every 1,250. In the midwest Chi- 
cago has one per I3300; Cleveland, one for each 3?^^^ 5 
west, Portland, Oregon, has one for each 2,000 population.^"' 

The presence of the taxicab in the used-car market, therefore, would 
be of greater significance in the eastern cities, and it is understandable 
that New York and Pennsylvania have led in creating measures to 
protect automobile consumers and automobile dealers. 

Trotection against Used *Taxicahs — On August 16, 193^3 Paul 
Moss, Commissioner of Licenses of the State of New York, issued the 
following ruling which sought to protect the secondhand-car buyer 
from innocently purchasing a passenger car previously used as a 
taxicab: 

In connection with the purchase of a used car, it shall be the duty of 
every licensed dealer to make a thorough investigation as to the use the 
car had previously been put, and if found to have been used as a public 
hack or taxicab, such fact shall be duly recorded with all other facts m 
connection with such purchase and any future purchaser or prospective 
purchaser of the said car shall be so informed. The dealer shall also include 
as a part of his investigation and the record to be made by him of the last 
previous registration of the car, regardless of the state in which such 
previous registration occurred.^® 

In June, 1939, an act to amend the vehicle and traffic law in the 
state of New York to require a certificate of good condition to be 

Research Bureau, World Wide Advertising Corporation, “Survey of Taxicab Trans- 
portation in the Major Cities of the U. S. A. during 1939” (New York, N. Y., 1940)* 

Ihid, 

"^“Cabs Being Sold Here as Second Hand Automobiles,” The Taxi Weekly, XXVII 
(193S), September 19, i. 
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furnished by dealers in secondhand cars was signed by Governor Leh- 
man, and became effective September i of that year. 

The act compels dealers in second hand vehicles to deliver to the 
purchaser an instrument in writing in which shall be given the make, year 
of manufacture and engine number of any vehicle purchased, the address 
of the dealer and date of delivery. The certificate must also state that the 
brakes, lights and signalling devices are mechanically adjusted to meet 
the requirements of law and that the vehicle is in a condition to render 
a safe and satisfactory service upon the public highways at the time of 
delivery. 

Passage of this bill will change the entire set-up of as-as [is] taxicab 
sales, as all cars and cabs must be in perfect condition before delivery 
can be made to the purchaser. 

The bill is the result of many complaints that purchasers were given 
to understand that the vehicle they were purchasing was in better condition 
than it actually was.^® 

In July, 1939, the Pennsylvania Department of Revenue granted 
the request of the Pennsylvania Automotive Association to earmark 
cars used as taxicabs and other “for-hire” service. Since September i, 
1939, it has been required that a former taxicab or motor vehicle used 
for hire be so designated on the certificate of title and on other depart- 
mental records. Used taxicabs brought into Pennsylvania from other 
states are identified through an exchange of information covering serial 
numbers of all cars used for hire.^® 

Two other states, Wisconsin and Oregon,^^ require that registration 
and certificates of title of vehicles used as taxicabs or for public trans- 
portation are to contain a statement that the vehicle was used as a 
taxicab or for pubHc transportation. The Wisconsin law not only 
requires that taxicabs and cars used for hire which enter the state for 
the purpose of resale have this fact clearly stamped on the certificate 
of title, but, in addition, requires that an informative sticker must be 
attached to the right-hand corner of the windshield. Other states are 
giving this problem consideration.^^ There is at least one instance of 
restitution through court action for damages sustained when a con- 
sumer innocently purchased an ex-taxicab.^® 

“ “Amend Regulations on Used Cab Certificates,** Taxi Age, June 12, 1939. 

Philadelphia Evening Ledger, July i, 1939. The Pennsylvania Automotive Associa- 
tion suggests 15 ways a consumer can detect a taxi disguised as a passenger car. 

Wisconsin: Section 85.04. Oregon: Chapter 469. 

^ Connecticut, Delaware, Maryland, New Jersey, and Virginia constitute a partial list. 

®®In this case Mrs. Jennie Baker sued the Benjamin Motor Car Company in the 
Philadelphia Mumapal Court (Apnl term, 1938), Case No. 561, and secured a verdict 
for $547.60, the full amount of her claim including costs. Mrs. Baker had purchased the 
automobile for $525 with the understanding that it was not over eight months old and 
had been used by a private owner, and that it had been completely repainted and con- 
ditioned in the factory, and had been driven only 9,270 miles. 

The plaintiflE alleged that the car was 14 months old and had been used continuously 
in public taxicab service in Philadelphia. The judgment was given in default of the 
defendants to appear, who advised the court that they would not contest the case. Taxi 
Ape. X i'loao'). Tanuarv 2a. 
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The better business bureaus of the large cities have fought the 
practice of selling ex-taxicabs as used cars without indicating their 
former service records, by publicizing the practice and by securing the 
aid of the newspapers in many instances to insist upon honest advertis- 
ing of cabs for sale. The Cleveland Better Business Bureau, one of the 
most aggressive in the country, has obtained the support of the Cleve- 
land newspapers to enforce a ruling that all advertisements offering 
taxicabs for sale as used cars in their columns must definitely state 
this fact in type comparable to the largest used in the advertisement.^^ 

When confronted with local barriers to easy sale, many taxicab 
operators have endeavored to market their old taxis in distant areas. 
This movement is discussed in the next section, which deals with the 
interstate movement of used cars. 

Interstate Movement of Used Cars and Factors Affecting the 
Free Movement of Cars from One Area to Another 

Up to this point, the supply of used cars has been discussed from 
a national point of view. In a country as large as the United States, 
with varying economic conditions of both temporary and seemingly 
permanent nature, it is natural that, in a comparative sense, certain 
markets may have an oversupply and others an undersupply of 
used cars. 

The higher standard of living in the northern states, coupled with 
the lower delivery charge on new cars, has permitted a greater portion 
of the potential car buyers of this area to buy new cars. The result has 
been that the supply of used cars in these northern cities has been so 
large that their prices have been depressed. Detroit, for many years, 
has been looked upon not only for a supply of new cars, but also, by 
many used-car dealers, as a splendid source of used cars as well. The 
observing motorist driving on roads leading south and west from 
Detroit, Cleveland, and Chicago frequently meets strings of used cars 
being caravaned or driven in coupled fashion south or west. 

The southern automobile dealers, also, have bitterly complained of 
the practice by northern seaboard cities of shipping boatloads of used 
cars on coast-line boats and dumping them in southern seaboard cities 
for resale in these cities and in the neighboring areas. Automobile 
dealers in the states subjected to this type of competition have sought to 
have their state legislatures restrict the practice. Their plea is based on 
protection of the public interest. Granting that their prime interest is 

'The Cleveland Plain Dealer, February 5, 1939. 
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self-protection, it must be admitted that public protection is at stake. 
Many dealers specializing in used cars import these cars — ^frequently 
taxicabs parading as passenger cars — into these states to sell them to 
used-car dealers of questionable standing, or else lease a vacant lot on 
a main thoroughfare to sell these cars. Subsequently, such dealers dis- 
appear, and should the consumer find that he has been defrauded, he 
has no recourse. 

In recognition of the merit of the claim by established dealers for 
protection from some of these modern privateers, various legislatures 
have enacted legislation to control, if not to restrict, such operators. In 
1935, three states enacted legislation affecting interstate shipments of 
used cars. 

Florida passed a law requiring that aU used cars brought into the 
state for resale be registered, and that a bond be posted with the state 
for the full resale value of each car. A registration fee of $i and a 
bonding fee of $5 were charged. New Mexico and California enacted 
“caravan” legislation, which permitted a fee to be charged at their 
boundary lines for cars brought into or transported across the state 
for sale. 

The Florida enactmertt^® was the first of these laws to be challenged, 
but it was declared constitutional by the Florida Supreme Court.^® 

The act passed in New Mexico,^^ charging $7.50 per vehicle trans- 
ported by its own power, and $5 if towed or drawn by another vehicle 
when the vehicle is being transported with the intent of resale, was 
held valid by the Supreme Court of the United States, May 18, 1936, 
which deemed it to be consistent with the commerce clause of the 
Constitution and the due process and equal protection clauses of the 
Fourteenth Amendment.^® 

The California Caravan Act,^® which was first passed in 1935, defined 
“caravaning” as the “transportation ‘from without the State, of any 

^ Florida Laws o£ 1935, H. B. N. 634, 

^ State ex rel. Leathers v. Coleman^ 123 Fla. 23: 166 Southern 226. 

®^New Mexico Laws of 1935* C. 56. 

^Morf V. Bingaman, 298, U. S. 407 {1936). “So held of its application to a distinct 
business of moving cars interstate,, for purposes of sale, in caravans or processions, usually 
in units of two coupled together, each unit being operated from the foremost of the two 
cars composmg it, by a single driver. The drivers, because of their casual employment, 
had litde interest in the busmess and were likely to be careless. The coupled cars caused 
unusual damage to the roads by skidding. For this and other reasons the caravans 
increased the inconvemence and hazards of traf&c and the burden and expense of state 
policing. 

“As the tax is not on the use of the highways but on the privilege of using them, 
without specific limitation as to mileage, the levy of a flat fee not shown to be unreason- 
able in amount, rather than a fee based on mileage, is not a forbidden burden on interstate 
commerce.” 

California Statutes, 1935, C 402. 
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motor vehicle operated on its own wheels or in tow of another vehicle 
for the purpose of selling or offering the same for sale ... to any 
purchaser’ located within or without the state; it prohibits caravaning 
without attaching to each vehicle a special permit for which a fee 
of $15 is exacted.” The District Court of the United States for 
the Southern District of California ruled that the licensing provisions 
of the statute imposed an unconstitutional burden on interstate com- 
merce, and this decision was upheld by the United States Supreme 
Court in March, 1937.®® The proof of the unconstitutional burden was 
based on the information that 15,000 cars came into the state in 1935 
for resale, resulting in an annual return for the state of $225,000 while 
the state had indicated that a sum of only $24,000 would be enough to 
police and administer the act adequately. 

How important these 15,000 used cars were in the California mar- 
kets is open to conjecture, but an estimate can be made which might 
give a clue to it. In 1935, 196,967 new cars were sold in California.®^ 
If the national ratio (157 per cent) of used cars sold to new cars sold 
in that year holds, then approximately 311,000 used cars were sold, of 
which 15,000 or 4.8 per cent were imported — ^not a very large percent- 
age. But, in all probability, these imported cars were not distributed 
evenly in the various markets throughout the entire state, and their 
presence in a few local market areas probably interfered considerably 
with the price structure in these markets. 

The Cahfornia Caravan Act was rewritten, and the Act of 1937,®^ 
which defines caravaning as “the transportation of any vehicle operated 
on its own wheels or in tow of a motor vehicle, for the purpose of 
selhng or offering the same for sale,” exacts two license fees, each of 
$7.50, for a six-month permit to “caravan” a vehicle on the state 
highways. One of the fees is designed to reimburse the State for 
expenses incurred in administering police regulations pertaining to the 
operation of vehicles moved pursuant to such permits, and pertaining 
to public safety upon the highways as affected by such operation; the 
other is disclosed to be compensation for the privilege of using public 
highways. On April 17, 1939, United States Supreme Court ruled 
that the charge of $7.50 for administration and policing of highways 
was reasonable, and that the highway charge need not be justified as a 
charge for wear, inasmuch as a state has the right to divide automobile 
traffic into various classifications and ask compensation for the privilege 
of using the public highways.®® 

^ Ingels V. Morf, 300 U. S. 290 (1937). 

^Automotive News 1939 Almanac (Detroit, Mich.), p. 47. 

^ California Statutes, 1937* Ch. 788. 

Clar\ V. Paul Gray, Inc., 306 U. S. 538 (1939). 
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An enactment in North Carolina in 1937®^ was practically identical 
with the Florida law as to content and application; but the Federal Dis- 
trict Court for the Eastern District of North Carolina ruled it to be 
unconstitutional/® on the grounds that the $10 fee bore no reasonable 
relation to the cost of registering the title, and, consequently, constituted 
a burden on interstate commerce in violation of the commerce clause 
of the Constitution. 

Seven other states enacted legislation in 1937, and one in 1938, rela- 
tive to importation of automobiles over highways : Alabama, Arizona, 
Georgia, North Dakota, Oregon, Utah, and Washington, in 1937; 
Louisiana, in 1938.®® A comparison of the statutes of the eleven states 
which have laws specifically directed at importations of used cars shows 
that, universally, the following is required: 

1. The posting of a bond equal to the sales price of each car im- 
ported. The purpose of the bond is to guarantee the title, protect 
against fraudulent misrepresentations and from breaches of war- 
ranty as to freedom from liens, quality, condition, use or value of 
the used car. 

2. A registration fee, ranging from $i to $10 per car. 

3. Penalties in the form of fines and imprisonment for violation of 
the law. 

^ Laws o£ 1937, S. B. No. 93. 

^McLatn v. Hoey (1937). “The question which arises for our decision, therefore, 
is narrowed to this: May ^e state lawfully require the bond and fee prescribed by the 
statute with respect to the sale of used automobiles brought from without the state, when 
no such requirement is made with respect to the sale of other used automobiles? In 
other words, can interstate commerce in used automobiles be burdened m this way? It 
is clear, we think, that the question must be answered in the negauve. 

“It will be noted that the bond required is to relate not merely to the title of the 
vehicle and its freedom from liens but also to loss, damage and expense by reason of 
fraudulent misrepresentation or breach of warranty as to quality, condition, use or value; 
and the proofs leave no doubt that the furnishing of such a bond will be expensive and 
burdensome and will place out-of-state used automobiles at a great disadvantage in com- 
petition with used automobiles from within the state. The $10 fee required upon deposit 
of each bond is not shown to have any reasonable relation to the cost of registering the 
title . . . And it is clear that, like the requirement of the bond, it imposes a burden 
upon interstate commerce in motor vehicles .... 

“It is argued that, as neither the posting of the bond nor the payment of the fee is 
required until after the used motor vehicles have come to rest and have become a part 
of the property subject to the jurisdiction of the state, the commerce clause is not appli- 
cable; reliance being placed upon the decision of the Supreme Court of Florida in State 
ex rel. Leathers v. Coleman, 123 Fla. 23: 166 Southern 226. There is no question 
about property which has come to rest within a state, after transportation in interstate 
commerce has ceased, being subject to the power of the state. But it is equally well 
settled that the state may not exercise such power to discriminate against property which 
has thus been brought in from other states, for to do so is to burden mterstate commerce 
in violation of the commerce clause of the Constitution.’* 

Alabama, H. B. No. 45; Arizona, Ch. No. 76; Georgia, S. B. No. 29; North 
Dakota, S. B. No. 194; Oregon, Ch. No. 469; Utah, S. B. No. 223; Washington, S. B. 
No. 306; and Louisiana, S. B. No. 68 (1938). 
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Arizona alone requires that persons engaged in the business of 
bringing in more than one vehicle a day, two per month, or three per 
year shall be required to purchase annually a license which costs $ioo. 

It may be expected that states other than these eleven will pass 
similar statutes in an attempt to protect buyers of used cars.®^ 

Another factor which will make it more difiScult for dealers to 
follow questionable practices is investigation being carried on by the 
Federal Government, In a recent discussion with the General Man- 
ager of the Detroit Better Business Bureau, the writer learned 
that the United States Department of Labor, under the authority 
of the National Labor Relations Act, has been checking the practices 
of used-car dealers who move cars in interstate commerce, in regard to 
the hours required of their drivers and the wages paid. Dealers, fre- 
quently, have been guilty of hiring irresponsible drivers for cars to 
be driven to distant states, and have left such drivers stranded with 
little or no pay* If this practice is curbed, higher costs will be entailed, 
and the amount of interstate shipments reduced. 

In general, the legislation and the restrictive measures seem justi- 
fiable and do not place an undue burden on interstate commerce; for 
example, the majority of cars moving interstate are of a class for which 
dealers expect to receive $300 or more. A $15 fee would represent a 5 
per cent sales tax on such cars; consequently, if prices of used cars in 
states with such legislation were considerably higher than those in 
other states, it would still be profitable for dealers to import these cars 
and pay the tax. 

The chapter on the demand for used automobiles presented the 
various income classes with an estimate of their effectiveness in the 
used-car market. The chapter on supply described the sources of used 
cars and the numerous factors which favored or retarded the growth 
of this supply. 

Prices of used cars are the result of supply and demand. The lack 
of standardization in the supply of used cars and the limited market 
information that automotive distributors and consumers possess cause 
the prices of used cars to be a challenging field of study. 

®^In conversation with the wnter. May, i939j the attorney for the National Auto- 
mobile Dealers Association, Detroit, made the comment that the U. S. Supreme Court 
docket is so crowded that unless a law is passed that goes far beyond present legislation 
the rulings on New Mexico and California will serve as guides to acceptable procedure. 

Personal interview, Detroit, Mich., Apnl 17, 1939. 



CHAPTER IV 


THE DETERMINING OF USED-AUTOMOBILE VALUES 
Definition of Terms 

The exchange value of a used car may be its retail sales price, its 
cash value, or its trade-in value in the automobile market. 

Retail Sales Price — The retail sales price is that price at which 
demand becomes effective and the used car is taken ofiE the market. 

Cash Value — The term cash value serves several purposes: (i) It 
represents the purchasing power of the used car in the general market 
— not the automobile market; (2) it is the amount which dealers 
normally should pay for a used car which they expect to resell, allowing 
a sufficient gross margin to yield a reasonable profit on such resale; and 
(3) it is the maximum amount that conservative finance companies 
will grant either as a loan to a consumer or as an aid in financing used- 
car inventories of dealers. In this connection, it is usually designated 
as the wholesale value. Such finance companies follow the policy of 
requiring down payments of between 35 per cent and 40 per cent of the 
retail sales price in the discounting of retail automobile sales paper or 
in the extending of wholesale financing service to dealers. 

The two national organizations which furnish quotations on current 
values for used cars carry both average cash values, or loan values, and 
average retail values. In the case of the reports of the National Auto- 
mobile Dealers Association, the average loan value is calculated to be 
35 per cent less than the average retail value. The National Used Car 
Market Report, Incorporated, quotes cash values at 40 per cent below 
retail values. 

Trade-In Value — Trade-in value represents the purchasing power of 
the used car in the automobile market. The assumption might be that 
this amount would approximate the wholesale value, inasmuch as the 
dealer accepts the used car as part payment on another car in lieu of 
cash, and must resell it in order to secure his profit on the first sale. 
However, competition among dealers and the discoimts granted to 
dealers on new cars by manufacturers have had their effects. The trade- 
in value of a used car on a new car in recent years has been approxi- 
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mately the same as the retail value of the used car . Manufacturers have 
maintained that the gross margin allowed on new-car sales is large 
enough to be spread over the expense of selling a new car and that 
incurred in disposing of the used cars taken in trade.^ Dealers, on the 
other hand, have contended that the rising ratio of used-car sales to 
new-car sales has made such a margin insufScient inasmuch ^as two 
used cars must be sold to liquidate the profit on the new-car sale.^ 

For general purposes, then, it may be considered that trade-in values 
and retail sales prices tend to be identical. 

Factors Which Determine the Resale Value of Used Cars 

The value-determining factors for used cars may be segregated into 
five categories. They are: (i) the original new-car price of the used 
car, (2) the year and model, (3) the national and local reputations 
of the make and manufacturer, (4) the appearance and performance 
of the car, (5) the national and local market conditions. 

The Original New-Car Price of the Used C«r— The following chap- 
ter contains an analysis of the percentage of residual value as of Decem- 
ber, for the years 1933-1938, in used cars for the model years 1933-1938? 
for various price classes of new cars.® This summary by price groups 
reveals, in general, that the higher the price of the car when new, the 
greater the relative and absolute amount of depreciation suffered annu- 
ally. The most popular used cars are the one- and two-year-old models 
in the low-priced new cars. The operating and maintenance expenses 
for these cars are less than those for the larger and heavier cars. The 
ready demand for these popular cars has maintained a relatively higher 
market price for them, resulting in lower depreciation costs to the 
original new-car buyer, which has further stimulated the purchase of 
new cars in the low-price class. 

The Year and Model— The effect of the age of an automobile upon 
its market value has been ably described by Mr. Charles F. Kettering, 
General Director of the Research Laboratories for the General Motors 
Corporation. He says: 

Human standards are constantly changing. Values do not exist in 
materials; they exist in the minds of people. As an illustration, let us take 
one of the cars of latest model and seal it in glass — the premise being that 
the automobile will change in no way, shape, or form, no matter how long 

^Discounts vary for dealers and makes of cars, but the average margin is approxi- 
mately 25 per cent. 

®This is more fully discussed in the chapter on the sales promotion and selling of 
used cars — Chapter X. 

^ See Summary Table ir, p. 70, 
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it is allowed to be there. The price of the car, $2,000, is written on the 
case. A year later, accompanied by a salesman, we go back and the salesman 
appraises the car at $1,800. Two years later it is appraised at $1,600 — ^$400 
less than its original value. The car has not changed but its value in the 
public’s eye has. Better cars than the one in the case can be had for $2,000. 
In fact, the public realizes the new car is worth $400 more than the one 
in the case. That is the premium attributable to research.^ 

The type of body also influences the demand for used cars. Four- 
door sedans and business coupes generally are more stable in price 
and suffer less depreciation each year than do the less popular models, 
such as cabriolets and phaetons. 

Local and National Reputations of the Mahe and Manufacturer — 
The national reputation of some makes of cars and the public confi- 
dence enjoyed by their manufacturers have given them ready acceptance 
in the used-car market. This acceptance may vary in different market 
areas because of the effects of geographical and climatic conditions. 
Also, the strength or weakness of a manufacturer’s dealer-organization 
in a local area may affect favorably or adversely a particular make 
of car. 

Appearance and Performance — ^The condition of the car — ^its appear- 
ance and mechanical operation — ^must be considered. The condition of 
the finish, the upholstery, and the tires is obvious, but certain mechan- 
ical defects due to excessive use or abuse of the car are much more 
difficult to detect. By careful examination the dealer can discover such 
defects, but the average used-car buyer must depend upon the dealer 
with whom he trades to determine them and to reflect them in the 
retail sales price. 

The Local and National Market Conditions — The level of general 
business activity, nationally and in local areas, combined with national 
and local supplies of used cars, raises or lowers used-car prices. It is 
well known that prices for used cars adjust themselves much more rap- 
idly to market conditions than do prices for new cars, because new cars 
are rigidly priced by the manufacturer. 

Market Information on Used-Car Prices 

History 

During the first 18 years of the automobile industry, dealers were 
without a guide in establishing the retail prices for used cars which 
they took in trade or held for sale. Even within a metropolitan market 

* Charles F. Kettering, The New Necessity (Baltimore, Md., 1932), pp. 62-3. 
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there was no information available as to standards in values for used 
cars; consequently, prices varied greatly within the market, and were 
contingent upon the bargaining abilities of the dealers and the con- 
sumers. 

In 191I5 the Chicago Automobile Trade Association took the first 
known steps in devising a guide for automobile dealers in appraising 
used cars. All dealers who were members of the association were 
requested to report their used-car sales by make, model, and price. 
These data were averaged and dealers were supplied with the com- 
posite figures periodically. This service was known as the Central 
Market Reports on Used Cars,^ By 1914 the service had received 
national publicity. 

The uniqueness of this plan attracted the attention of dealers 
throughout the country, and this national interest encouraged the 
Chicago Automobile Trade Association, in the latter part of 1914, to 
plan a national used-car report which would be issued every three 
months. The value of the proposed service was commented upon 
editorially as follows: 

. . The evils of the used, or second-hand, cars have been with us for 
many years, numerous plans for their solution have been evolved, but this 
organization is the only one that appears to be operating along feasible lines. 
It endeavors not to divulge any of the business secrets of any dealer con- 
tributing to the work. The price lists quoted on used cars are based on 
actual sales, not on appraised values set by committees but on real sales 
made by dealers. This is the major attraction of the scheme. This gives it 
reality, not an imaginary value. What Chicago has done other cities should 
co-operate in and make the national market report a reality. These reports 
are solely for the dealer and it depends on the dealer as to whether they 
will eventually be a national success. Every manufacturer should lend his 
aid to induce dealers to co-operate in furnishing these used-car values from 
his zone. These market reports are as essential to the automobile dealer 
as the metal markets are to the metal buyer, or the cotton quotations or 
grain quotations to their respective buyers. 

For years the used car market has been a mart where uncertainty was 
the only factor to be counted upon. There were no real standards of value 
— ^there was no way in which dealers, car makers or owners could tell the 
approximate value of any used car. By means of the national used-car 
reports to be issued by the Chicago Association, however, these conditions 
will be remedied, order will be brought out of chaos and the trade will 
profit correspondingly.® 

® “Used Car Standards,” an editorial in Automobile, XXXI (1914), September 3, 
466. See also p. 438 o£ the same issue, wherdn details o£ the early methods of collecting 
and releasing data are shown. 

XXXI (i9i4)» December 24, 1176. 
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The Blue Boo\ — On March 22, 1915, the Used Car Market Report 
of the Chicago Automobile Trade Association appeared for the first 
time in national form. The data collected covered 7 of the 12 zones 
into which the United States had been divided, and it was hoped that 
within the subsequent three months, figures would be available to 
furnish information on the remaining divisions. The next issue con- 
tained data for 41 of the 48 states.® The 12 zones were made to corre- 
spond with those of the Federal Reserve System, which had been estab- 
lished two years previously. 

The price quoted was the average sales price of all sales of a partic- 
ular model in each zone, and the price was accompanied by the number 
of cars sold in the classification. In addition to this, an average price 
for the United States was given for each model. The name of the 
service was changed with the second issue to National Used Car 
Market Report, Incorporated. 

The complexity of the problem of establishing used-car prices was 
shown in the first issue, in which it was indicated that 2,903 different 
gasoline and steam makes and models, and 388 different electric 
models were handled in the used-car markets. The report, published 
in March, 1915, listed price data for 131 of the most popular gasoline- 
car makes, and 14 electrics. Prices were quoted for cars as old as 1910 
models. 

The Red Boo\ — ^The same organization, in June, 1915, began the 
publication of what is currently known as the Red Boo\, It was a 
pocket edition made up separately for each zone, and contained the 
following information on each make of car: year, model, list price, 
number of cylinders, horsepower, the average appraised value in the 
zone, and the appraised value for the United States. The booklet 
quoted a price at which the dealer should purchase the car — ^that is, an 
estimate of its cash value. In subsequent years, this value has been 
used frequently for what is known as a shock appraisal, to convince 
the consumer that his car was worth a great deal less than he thought. 

N.AX>.A. Official Used Car Guide — ^There is another nation-wide 
source of information on used-car values. In 1918, the National Auto- 
mobile Dealers Association came into existence, due to the efforts of 
several automobile dealers to organize for the purpose of lobbying 
against the Federal Government’s restriction on the manufacture of 
automobiles during the war. In 1933, the National Recovery Act per- 

XXXn (1915), March 25, 560. 

^ Ibid ^, June 17, p. 1096. 
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mitted automobile dealers to establish used-car trade-in allowances 
through joint action, and to penalize dealers who granted allowances 
larger than those established by the dealers’ codes.® 

For the benefit of the automobile dealers, the National Automobile 
Dealers Association instituted its own statistical department to deter- 
mine the prices that should be allowed by dealers for used cars. 

Present Sources of Price Information 

National SourcesSinct 1934, the National Automobile Dealers 
Association and the National Used Car Market Report, Incorporated, 
have competed in the national market for the privilege of reporting 
prices to dealers. Difierent market areas favor one or the other; for 
example, dealers in the Chicago area use the pubHcations of the 
National Used Car Market Report, Incorporated— Boo\ and Red 
Boo^—while dealers in Cleveland, who are members of the Cleveland 
Automotive Trade Association, use the N.A.D.A. Official Used Car 
Guide, 

Refined by years of experience and by trial-and-error, the methods 
used by both organizations are quite standardized, although both statis- 
tical services are alert to changes and adjust their procedures to the 
shifting market conditions. Because of the priority of the National 
Used Car Market Report, Incorporated, the important elements of its 
present procedure will be discussed first. 

The National Used Car Market Report, Incorporated, has divided 
the country into 6 market areas, and, bi-monthly, publishes retail-sales 
valuations and cash values for used cars. These geographical divisions 
seem to be logical in the light of their distance from Detroit, for the 
cost of transporting new automobiles from Detroit to the extreme 
corners of the country is not negligible, and is reflected in used-car 
prices. Other differences in zones can be attributed to the character of 
the population and its economic interests, and to the topographical 
character of the coimtry which can be combined with consideration of 
the extent of good road systems. 

To illustrate the differences in used-car valuations for various areas, 
an example is taken from the Blue Boo\ for July-August, 1940. A 1939 
Chevrolet, Model “JA” Master Deluxe, 4-door five-passenger sedan, is 
quoted at the following average valuations: 

® A discussion of the National Recovery Act is included in Chapter VIII, which deals 
with efforts of dealers to limit used-car losses. 
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Zone 

1 

2 

3 

4 

5 

6 

Factory Delivered Price 

The price estimated for Zone 3 is applicable to the Ohio, Kentucky, 
Indiana, Illinois, and lower Michigan areas, and Zone 6 embodies the 
Rocky Mountain and the West Coast areas. A comparison of prices 


Chart i — Zone Markets of the National Used Car Market 
Report^ Incorporated^ 1940 



for these two zones (Zone 3 and Zone 6) shows the same model quoted 
at $114 more on the West Coast. This reflects chiefly the high trans- 
portation costs involved in bringing new cars into this market, inas- 
much as comparisons of prices for other cars show the same marked 
spread between zones. In Zone 2, the southern and southeastern states, 
the lowest price for this Chevrolet is quoted. Although geographically 
removed from Detroit, the depressed price in this area can be ex- 
plained by two factors: (i) It is a poorer market; (2) the wear and 
tear suffered by cars because of the many unimproved roads in this 
area depreciates cars much more rapidly. 

Chart I shows the zone markets in the United States established by 
the National Used Car Market Report, Incorporated. 


Retail Sales Values 
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The Blue Boo\ is now issued in two editions, a separate one 
for each of the 6 market areas, and an executive edition which 
presents the data for all of the 6 areas and an average for the United 
States. The Red Boo\, which is designed primarily for salesmen, gives 
the current cash price only and lists specifications for practically all 
cars offered in trade. 

The method used in arriving at prices is basically as follows: 

1. Prices and values in its recently published reports serve as a base. 

2. Data on used-car sales are obtained from dealers. 

3. Reports are sent in by fieldmen, giving retail-sales prices in the 
territories, the asking prices of dealers for various makes of cars, 
and the used-car inventories of dealers. The inventory analysis 
is based not only on the number but also on the makes and 
models which dealers have in stock. 

4. In addition, used-car-sales specialists in the territories are brought 
together for consultation in appraisal meetings on trends in 
used-car values. 

5. General business and seasonal factors are allowed to influence 
the final prices.^® 

The National Automobile Dealers Association publishes a monthly 
report for 10 different marketing zones, having decreased this number 
from 12 in the spring of 1939. Unlike the National Used Car Market 
Report, Incorporated, state Hues are to a considerable extent ignored in 
determining the districts. District G, which originally included Mich- 
igan, northern Illinois, and northern Ohio, was enlarged to take in 
District C, which included the rest of Ohio, West Virginia, Kentucky, 
and Indiana, and also District D, the non-contiguous territory of North 
and South Carolina. This was done because price variations between 
Districts C, D, and G had been so small that a separate guide service 
for the three territories seemed needless. 

One interesting difference between the N.AD.A. service and that 
of its competitor is the NA.D.A. policy of setting up a separate district 
for Greater Detroit. The service has found that the prices of used cars 
in Detroit are generally too low to be incorporated into any other zone. 

Not being restricted by arbitrary state lines, the boundaries of zones 
indicate a shift of prices. This flexibility seems to have considerable 

“This information was obtained in a personal interview with the General Manager 
of a company in Chicago, III., May 20, 1939. 
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merit. Chart 2 shows the boundaries in effect in the spring of 1939 for 
the 10 districts maintained by the N.A.D.A. service. 

The procedure which this service follows to obtain its information 
is basically as follows: 

1. Its previous report is used as a starting point for adjustments. 

2. Each week the afSliated dealers are requested to fill out a used- 
car sales report for their weekly sales of used cars, recording the 
body style, model or series, serial number, dealer’s reconditioning 
cost, and the actual net sales price received.^^ The lowest 20 per 


Chart 2 — District Map for National Automobile Dealers 
Association Official Used-Car Guide, 1939 



cent of the prices reported are omitted (to eHminate junkers, 
wrecks, and the cars of questionable repute, such as ex-taxicabs), 
and an average price is computed for each zone on the remaining 
80 per cent. 

3. Dealers are classified by the makes of cars they represent. Each 
month the 6,000 cooperating dealers receive a form especially 
designed for the make of car they sell. Each dealer is asked 
to check the prices that he believes are fair retail sales estimates 
for the five-passenger sedan in each series for the past 8 years, 

“•An interesting footnote appears on the sales report: “If any inflation was made in 
the selling pnce to make a greater trade-in allowance, make adjustment to the net sales 
price so ^t the report represents the true value.” 
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and that he adjust these prices up or down if, in his opinion, 
they have changed since the last report. The reports are tabulated 
and the findings used to adjust previous prices to accord with 
the composite opinion of dealers. 

4. Seasonal factors are considered in estabHshing the final prices. 
The advent of spring usually raises the value of used cars. How- 
ever, there are exceptions. For example, the severe business 
recession in 1938, together with the heavy inventories of used 
cars carried by dealers, reversed the usual spring upward trend, 
and prices declined. 

5. New-car prices are watched for price changes, and necessary ad- 
justments are made in used-car prices. For example, the drastic 
price reductions announced by Packard in May, 1939, ranging 
from $100 to $300, necessitated a $25 to $40 decrease in the prices 
of 1938 Packards. 

6. In addition to the above factors, the personal evaluation of this 
assembled market information by the men working with it 
enters into the equation. For example, violent movements in 
retail prices, which might occur because of a number of very 
low sales prices in a district, are not permitted to be reflected in 
the guide-book prices. An effort is made to adjust prices to the 
general pattern for used-car prices.^^ 

Sectional Sources — ^Four sectional services on used-car values arc 
published and sold to dealers. T/ie Northwest Used Car Values is pub- 
lished by a Packard dealer in Seattle, Washington, Mr. L. W. Thomas; 
the Kelley Blue Boo\ is published by Les Kelley, a used-car dealer in 
Los Angeles; the Pacific Coast Official Guide is published by Mr. Burt 
Roberts, the executive secretary of the Motor Car Dealers Association 
of Southern California and of the Los Angeles Motor Car Dealers 
Association; and finally, the Market Analysis Report is published by 
the Used Car Statistical Bureau, Incorporated, of Boston, Massachusetts. 
The methods of compiling and distributing this information are similar 
to those of the two national services, but the data are limited to the 
immediate regional trading area concerned.^® 

Local Sources — ^The importance of the national services to dealers 
should not be underestimated, but dealers in some of the metropolitan 

“This information was obtained through conversation with the statistician for The 
Officitd XJsed Car Gidde of the National Automobile Dealers Association, Detroit, Mich- 
igan, December, 1938, and April, 1939. 

“ Federal Trade Commission, Report on Motor Vehicle Industry (Washington, D. C., 
1939). PP- 374-5. 
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cities have felt that these services are not sensitive enough for their 
purposes and have sought to institute additional measures to obtain 
accurate information on local market conditions and prices. 

As early as 1923, the Detroit Automotive Association met and sug- 
gested that a ticker system might be established for the dealers in the 
City of Detroit which would give the various automobile dealers 
almost instantaneous information relative to the prices at which used 
cars were being sold. They further contended that the used-car bus- 
iness had grown to such size and importance in the Detroit area that 
used-car quotations might be published daily in the newspapers in 
much the same manner as stocks, bonds, and commodities.^^ Although 
this idea has never been regarded as feasible, several associations of 
dealers in metropolitan areas have inaugurated systems for obtaining 
weekly used-car-sales reports from the records of the county recorder, 
giving the make and model, the dealer’s name, and the retail sales 
price for each sale. Such information permits weekly adjustments in 
used-car prices and not infrequendy is used by dealers to point out 
to the prospective buyer of a used-car, or to a prospective new-car 
buyer trading in a used car, the current sales price for a particular 
make and model. 

Another guide to dealers is the used-car advertising in newspapers 
which offers clues as to the current prices of various makes of cars. 
Several large metropolitan newspapers have compiled abstracts of their 
classified advertisements and made them available to dealers’ groups.^® 

Other market information relating to dealers’ used-car inventories 
compiled by automobile manufacturers, local trade associations, and 
statistical services will be described in Chapter IX, on inventory control 
of used cars by dealers. 

Use by Dealers of Market Information on Prices — ^Few used cars 
are traded or sold at the exact guide-book prices. This is to be expected. 
The dealer, in accepting a car in trade or in establishing a retail sales 
price, mentally visualizes for himself the condition of the car quoted 
at a given price in the guide book. By this standard he evaluates a 
trade-in or establishes a retail sales price, raising or lowering the amount 
in accordance with his personal evaluation. Such an appraisal is not 
always on a sound, rational basis, and often may be performed in a 
haphazard manner, frequently referred to as a curbstone or show- 
window appraisal. Such procedures frequently nullify the benefits of 

^Automotive Industries, XLDC (1933), December 29, 1274. 

“Newspapers in Cleveland, Pittsburgh and Buffalo have furnished this service at 
one time or another. 
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published guides, and result in losses to dealers, and to skepticism on 
the part of consumers. 

Because these appraisals involve the variations of personal opinion, 
efforts have been made at different times to establish methods by which 
used-car trade-in values and used-car selling prices could be more objec- 
tively determined. Various other measures employed by dealers to 
control appraisals and so curtail operating deficits are described in 
Chapter VII. 

Comparison of Price Quotations on Used Cars 

National and local services and advertised prices have been dis- 
cussed as sources of current estimates on used-car prices. Table 9 pre- 
sents a comparison of these three for Cleveland, Ohio, for the first 
half of 1938. 

Prices representing estimates by a national service were chosen from 
the NA.DA. Official Used Car Guide, effective from March 9 to 
April 8, 1938, the midpoint of the period under examination. 

For the first six months of 1938, the reports of the Cleveland Auto- 
motive Trade Association showed that 16,041 used cars not more than 
six years old were sold in Cuyahoga County. Of these, 4,375 were 
4-door sedans of ii popular makes, from one to five years old (4-door 
sedans of other makes were not sufficiently represented in each of the 
five years to be included). These sedans furnished 55 ^oups for which 
average prices could be calculated for this period of time. Although 
the size of the sample varied for each make and each year, it was 
judged to be adequate to establish a representative average price. 

Information on the average advertised retail prices of used cars was 
found to be more difficult to secure, for advertisements frequently 
neglected to give full details regarding models and series. This diffi- 
culty was most pronounced with makes of cars for which different 
series are produced, such as Buick, which annually manufactures four 
different scries— the 40, 60, 80, and 90. Hence, the study was restricted 
to the advertised prices of Chevrolet, Ford, Plymouth, Terraplanc, 
Dodge, and Pontiac, and the style restricted to 4-door sedans. Since 
these makes of cars represent fully 70 per cent of all cars sold, the use 
of the six makes seems reasonable. The sample was comprised of 
prices from 4,873 advertisements. These were obtained by recording 
the advertised prices of each of the makes mentioned above from the 
Friday edition of The Cleveland Press for 26 consecutive weeks, starting 
January i and ending July i, 1938. This edition carried the largest 
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daily volume of used-car advertising each w^eek. In collecting these 
data, an effort was made to exclude all wrecks or junkers, such adver- 
tisements not being regarded as representative. The tabulated adver- 
tised prices were averaged to secure a price for each make of car, which 
would be representative of the period under consideration. 


Table 9 — Three Comparable Prices of 4-D00R Used Sedans of Model 
Years 1937-1933, by Selected Makes, during First Half 
OF 1938, IN Cleveland, Ohio 


Make of 

Car 

Source of 

Price Data 

Average Price in 1938 for Cars of 

Model Year. 

1937 

1936 

1935 

1934 

1933 

Chevrolet 

Average Price Paid 

$581 

$442 

$366 

$278 

$214 


N.A.D.A. Value 

550 

435 

355 

280 

215 


Advertised Price 

514 

407 

292 

236 

199 

Ford 

Average Price Paid 

534 

384 

287 

202 

162 


N.A.D.A. Value 

485 

385 

305 

230 

170 


Advertised Price 

440 

348 

254 

187 

135 

Plymouth 

Average Price Paid 

551 

453 

352 

285 

223 


N.A.D.A. Value 

555 

450 

360 

283 

225 


Advertised Price 

539 

412 

327 

260 

190 

Terraplane 

Average Price Paid 

553 

425 

293 

229 

0 


N.A.D.A. Value 

585 

460 

365 

272 

0 


Advertised Price 

545 

400 

298 

213 

0 

Dodge 

Average Price Paid 

643 

497 

399 

319 

225 


N.A.D.A. Value 

605 

495 

395 

310 

225 


Advertised Price 

624 

451 

365 

300 

225 

Pontiac® 

Average Price Paid 

639 

456 

309 

253 

210 


N.A.D.A. Value 

630 

465 

380 

295 

230 


Advertised Price 

638 

! 448 

! 349 

224 

191 

Oldsmobile 

Average Price Paid 

701 

537 

414 

308 

257 


N.A.D A. Value 

665 

533 

410 

305 

233 

DeSoto 

Average Price Paid 

637 

537 

358 

363 

262 


N.A.D A. Value 

630 

535 

400 

315 

240 

Buick 40 

Average Price Paid 

774 

609 

420 

361 

270 


N.A.D.A. Value 

722 

555 

430 

343 

260 

Packard Light 8 

Average Pnee Paid 

858 

642 

472 

457 

359 


NA.D.A. Value 

825 

605 

445 

470 

340 

Studebaker 6 

Average Price Paid 

643 

527 

393 

278 

217 

i 

N.A.D A. Value 

643 

545 

396 

302 

230 


* Pontiacs, for many years, have been popular in Cleveland for taxicabs. The entrance 
of these taxicabs into the used-car market makes price comparisons difficult. 

Sources: 

Average Price Paid: The average of all prices paid in Cuyahoga County from January 
i» 1938* to July I, 1938, for 4-door sedans, calculated from reports compiled by the 
Cleveland Automotive Trade Association. 

N.A.D*A, Value: The Guide Book prices effective between March 9 and April 8, 1938, 
for the Cleveland area. 

Advertised Price: An average of prices advertised in The Cleveland Press on 26 con- 
secutive Fridays between January i and July i, 1938. 
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With the exception o£ prices for one year, 1937, the N.A.D.A. guide- 
book prices were generally in harmony with the sample of actual prices 
at which used cars were sold in Cleveland. The N.A.DA. prices for 
1937 cars were lower for 8 out of the ii makes of cars, exactly the same 
for one, and higher for two. The high actual Cleveland retail prices 
for late-model Buicks, Packards, Oldsmobiles, and Dodges as related 
to the averages for the area are attributable, in part, to the splendid 
reputation and high caliber of their Cleveland distributors and dealers. 

Advertised prices of used cars fail to merit a great deal of confidence 
as a guide to used-car prices. They have been used by dealers to con- 
vince new-car buyers that they were asking too much for their cars 
in trade. 

The actual sales prices were considerably higher than newspaper 
advertised prices. The differences are summarized below in a tabula- 
tion of the average per cent by which advertised prices exceeded or 
were less than the average actual prices paid : 


Per Cent A verage Per Cent A verage 

Advertised Prices Advertised Prices 

Make of Car Were Below Average Were Above Average 

of Actual Prices of Actual Prices 

Paid Paid 

Chevrolet 12 o 

Ford 13 ° 

Plymouth 7 ° 

Dodge 7 ® 

Terraplane 3 ^ 

Pontiac o i 


The reasons for the wide variation in newspaper advertised prices 
as compared with actual retail prices will be discussed in Chapter X, 
on the sales promotion and selling of used cars. 

For an examination of the behavior of prices for a number of models 
and makes over a six-year period, the source of data must be one of 
the national services, for they only can furnish continuous data for a 
protracted period of time. In the following chapter an analysis is made 
of the price structure of used cars for 45 different makes and models. 



CHAPTER V 


AN ANALYSIS OF USED-CAR PRICES AND THEIR 
EFFECT UPON THE AUTOMOBILE INDUSTRY 
AND THE CONSUMER 

The chapters on the supply o£ and the demand for used cars pre- 
sented a broad view of the importance of used-car prices in the auto- 
mobile market. It is the purpose of this chapter to examine the esti- 
mated retail sales values for 45 different makes and series of automo- 
biles for a single style of body, covering quotations on values for models 
manufactured between the years 1932 and 1938. 

Prices of individual makes of cars may be compared, the variations 
which take place within price classes may be noted, and the effect of 
changing business conditions over the six-year period may be observed. 
The findings from these analyses will then be utilized in examining: 
(i) the effect of the prices of used cars upon the operations of the 
automobile manufacturers; (2) the importance of used-car prices to 
the automobile dealer; (3) the interest and concern of the automobile 
finance companies in used-car prices and their trends; and (4) the con- 
sequence of prices to consumers — ^the 10 million prospective new-car 
buyers, and the 13 to 15 million regular and potential used-car buyers 
who are affected by the selling prices of used cars. 

Used-Car Prices 

Price Comparisons by Individual 'Ma\es and Series 

The 45 makes and series of 4-door sedans used in this analysis of 
used-car prices (Table 10) probably represent more than 95 per cent 
of the 4-door sedans sold in the used-car market. These include the 
makes of General Motors, Chrysler, Ford, the major independent man- 
ufacturers, and five makes that are known to the trade as orphans — 
cars whose manufacturers either have discontinued that make of car 
or have completely withdrawn from the production of automobiles. 
The makes and series omitted from this study were those of minor 
significance in the used-car market, those in which drastic changes had 
taken place in price policies, or those subject to intermittent production. 

Table 10 presents an estimate of the residual value in per cent of 
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original delivered price in Cleveland, of each car model considered, for 
each year from 1933 through 1938. This value has been expressed as a 
ratio to original sales price rather than as an actual price in order to 
present a clearer picture of the price trends of a particular car, and to 
permit comparisons among cars in different price groups. The price 
in dollars can be obtained by applying the percentage to the original 
new-car price, as shown in Table 10/ 

The significance and use of the data may be explained by taking 
the Buick 40 or 50 Series as an example. The 193^ model, delivered 
originally in Cleveland at $1,130, was estimated to be worth only 58 
per cent of its delivered price at the end of 1933; 4b per cent, at the 
end of 1934; and 12 per cent, at the end of 1938. The value of the 
1938 model, by the end of the model year, was estimated to be 67 per 
cent of its original delivered price. The 1938 quotations on 1938 models 
are not comparable with percentages for models older than the current 
model, as explained in footnote Table 10. These models are less than 
one year old and, for the most part, represent salesmen’s demonstrators, 
which customarily are not driven in excess of 90 days. The 1938 per- 
centages for the various makes and models may be compared with 
one another. 

Chevrolets, Fords, and Plymouths account for more than 60 per cent 
of new and used cars sold. Thus, the greatest interest lies in the sales 
activity and price movements of these three makes. A comparison of 
the percentages of residual value for Chevrolet, Ford, and Plymouth 
cars shows them to have approximately equal resale values. The excep- 
tionally low resale value of the 1932 Plymouth in 1933 can be explained 
by two factors: (i) the severe drop in the new Plymouth prices that 
year, and (2) the discontinuance of the four-cylinder model in favor 
of a six-cylinder car. The 1936 and 1937 Plymouth cars, on the other 
hand, had a higher resale value, relatively, than either Ford or Chevro- 
let cars, indicating Plymouth’s popularity in the used-car market. 

Dodge and Pontiac, in the price class just above the three lowest- 
priced cars, annually battle for sales leadership. New Dodges, in recent 
years, have outsold new Pontiacs by a small margin, and this sales 
leadership is reflected in the slightly higher relative resale value of the 

^The average retail sales values were obtained from data supplied by the National 
Automobile Dealers Association, in the form of estimated average cash or loan values as 
of the end of each year. To secure these cash values, the N,A.D.A. Guide reduced the 
average retail sales values by stated percentages. Before such data could be used in the 
present chapter, the quoted value had to be adjusted from 65 per cent to 100 per cent 
for the modd years 1934 through 1938, from 75 per cent to loo per cent for the model 
year 1933, and from 80 per cent to 100 per cent for the model year 1932. 
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Table io — Retail Sales Values As Ratios of Original Delivered 
Prices of 4-D00R Sedans of 45 Selected Makes and Series 
OF Automobiles in Cleveland, Ohio, 1933-1938 


(Source: Calculated from data derived from N.A.D.A. Official Used Car Guide and 
original delivered prices of nevr cars in Cleveland, Ohio, secured from the 
Cleveland Automotive Trade Association.) 


Year 

Model 

Original 

Delivered 

Per Cent of Original Price 

Remaining at End of Year 

Price 

1933 

1934 

1935 

1936 

1937 

1938 


Dollars 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Auburn 








1932 

1,040 

53 

36 

30 

21 

13 

9 

1933 

975 


46 

40 

30 

20 

13 

1934 

1.675 



53 

33 

21 

II 

1935 

I1I95 




52 

33 

19 

1936 








1937 

1938* 








Butc\ 40 or 50 








1932 

i>i 30 

58 

46 

36 

25 

19 

12 

1933 

1,192 


63 

43 

33 

25 

16 

1934 

1.358 



51 

37 

29 

20 

1935 

1,027 




55 

45 

32 

1936 

1,045 





58 

45 

1937 

1,050 






60 

1938’' 

1,077 






67* 

Buic\ 60 








1932 

1,460 

48 

38 

29 

21 

15 

10 

1933 

1,470 


54 

38 

28 

21 

14 

1934 

1,638 



49 

32 

24 

17 

1935 

i,6ii 




40 

30 

21 

1936 

1,284 





51 

38 

1937 

1,266 






53 

1938*" 

1,299 






62‘ 

Butcli_ 80 








1932 

1.740 

46 

35 

25 

18 

13 

8 

1933 

1.748 


49 

33 

24 

18 

12 

1934 








1935 








1936 

1,466 





45 

34 

1937 

1.581 






43 

1938*^ 

1.673 






58 ‘ 

Buic\ go 








1932 

1,815 

47 

35 

25 

18 

13 

8 

1933 

1,990 


50 

31 

21 

r6 

10 

1934 

2,180 



45 

27 

19 

13 

1935 

2,174 




35 

23 

16 

1936 

2,007 





36 

25 

1937 

2,166 






33 

1938*" 

2,207 






53 ‘ 
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Table io — (continued) 


Year 

Model 

Original 

Delivered 

Price 

Per Cent of Original Price 

Remaining at End of Year 

1933 

1934 

1935 

1936 

1937 

1938 


Dollars 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Cadillac F -<9 








1932 

3>070 

54 

35 

24 

15 

8 

5 

1933 

3,120 


45 

33 

20 

13 ^ 

7 

1934 

2,845 



48 

30 

19 

12 

1935 

2,665 




41 

26 

17 

1936 

1,830 





44 

31 

1937 

1.795 






42 

i 938 ‘ 

1,830 






59 * 

Cadillac V-it. 








1932 

3,785 

46 

33 

23 

13 

7 

4 

1933 

3,855 


46 

31 

18 

II 

6 

1934 

4,525 



47 

26 

13 

7 

1935 

4 , 3^0 




36 

17 

II 

1936 

3,430 





32 

19 

1937 

3,670 






29 

1938* 

3,360 






52" 

Chevrolet 








1932 

719 

57 

51 

43 

32 

25 

17 

1933 

667 


69 

58 

44 

37 

23 

1934 

640 ' 



64 

50 

40 

27 

1935 

624 




64 

52 

38 

1936 

670 





63 

47 

1937 

758 



1 i 



54 

1938" 

751 






68’^ 

Chevrolet Master 








1932 








1933 








1934 

757 



63 

49 

41 

27 

1935 

724 




64 

54 

39 

1936 

759 





63 

47 

1937 

835 






55 

1938'^ 

817 






68‘ 

Chrysler 6 








1932 

1,010 

49 

35 

29 

23 

17 

II 

1933 

990 


57 

47 

37 

29 

19 

1934 

957 



60 

48 

38 

26 

1935 

947 




58 

48 

35 

1936 

1,000 





59 

43 

1937 

930 






60 

1938" 

1,025 






68* 

Chrysler Royal 8 








1932 








1933 

1,150 


55 

46 

34 

25 

x6 

1934 








1935 

1,098 




55 

42 

30 

1936 

1,180 





53 

37 

1937 

1,160 






52 

1938^ 

1,221 






63* 
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Table 10 — (contcnued) 


Year 

Model 

Original 

Delivered 

Price 

Per Cent of Original Price 

Remaining at End of Year 

1933 

1934 

1935 

1936 

1937 

1938 


Dollars 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Chrysler Airflow 








1932 








1933 

1.585 


49 

37 

27 

19 

12 

1934 

1,808 



54 

36 

22 

14 

1935 

1,605 




52 

33 

22 

1936 

1,645 





45 

29 

1937 

1,652 






41 

1938* 








DeSoto 








1932 

875 

36 

33 

30 

23 

17 

12 

1933 

898 


59 

49 

39 

31 

20 

1934 

1,152 



55 

41 

32 

21 

1935 

910 




59 

49 

35 

1936 

935 





63 

45 

1937 

889 






60 

1938*^ 

985 






68 " 

Dodge 








1932 

965 

52 

44 

35 

26 

20 

13 

1933 

783 


63 

53 


32 

20 

1934 

892 



60 

49 

39 

25 

1935 

827 




63 

53 

38 

1936 

840 





65 

49 

1937 

840 






62 

1938*^ 

923 






69" 

Ford V-8 








1932 

659 

59 

53 

45 

34 

25 

17 

1933 

. 674 


67 

53 

41 

32 

19 

1934 

670 



65 

50 

40 

24 

1935 

659 




64 

50 

35 

1936 

668 





63 

46 

1937 

712 






56 

1938’^ 

754 

! 





66" 

Ford VS Deluxe 








1932 

700 

57 

50 

43 

33 

24 

17 

1933 

730 


62 

50 

39 

33 

18 

1934 

711 



63 

49 

39 

23 

1935 

721 


1 


62 

49 

33 

1936 

714 





63 

44 

1937 

780 






55 

1938’' 

815 






66" 

Ford V-8 (60) 








1932 








1933 








1934 


I 






1935 








1936 








1937 

679 






48 

1938* 

728 






64" 
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Table io — (continued) 


Year 

Model 

Original 

Delivered 

Price 

Per Cent of Original Price 

Remaining at End of Year 

1933 

1934 

1935 

3936 

1937 

1938 


Dollars 

pgr Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Graham 


\ 





\ 

1932 

925 

43 

33 

25 

19 

14 

10 

1933 

945 


53 

44 

34 

25 

15 

1934 

916 



51 

41 

32 

20 

1935 

962 




54 

41 

27 

1936 

780 





59 

42 

1937 

795 

1 





54 „ 

1938’^ 

1,085 






60*^ 

Hudson 6 








1932 








1933 

Ij0i3 


43 

36 

29 I 

23 

14 

1934 

925 



61 

50 

39 

22 

1935 

874 




60 

50 

33 

1936 

928 





61 

41 

1937 

997 






56 

1938* 

1,051 



! 



63"" 

Hudson 8 








1932 

1,195 

50 

36 

29 

22 

16 

9 

1933 

1,300 


40 

35 

29 

21 

II 

1934 

1,020 



61 

48 

37 

20 

1935 

955 


i 


59 

47 

31 

1936 

994 

1 




59 

41 

1937 

1,058 






55, 

1938® 

1,127 






63’' 

Hudson Custom 8 




1 

i 



1932 

1,575 

45 1 

30 

26 

18 

13 

7 

1933 

1,710 


40 

30 

24 

17 

9 

1934 

1,333 



58 1 

42 1 

31 

18 

1935 

1,258 



i 

52 

39 

25 

1936 

1,081 





57 

39 

1937 

1,185 



i 



51 

1938* 

1,222 






6i®‘ 

Hupmohzle 



i 





1932 

1,097 

50 

36 

30 

21 

12 

9 

1933 

1,139 


51 1 

41 i 

30 

20 

12 

1934 

1,028 



51 

38 

25 

16 

1935 








1936 

984 





41 

29 

1937 




j 




1938* 




1 




Lafayette 








1932 








1933 








1934 

808 



58 

43 

35 

24 

1935 

773 




58 

46 

34 

1936 

792 





57 

44 

1937 

859 






58 

1938* 

894 






67“ 
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Table iq — (continued) 


Year 

Model 

Original 

Delivered 

Puce 

Per Cent of Original Price 

Remaining at End of Year 

1933 

1934 

1935 

1936 

1937 

193B 


Dollars 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

LaSalle 









2.i6yo 

55 

37 

24 

15 

8 

5 

1933 

2,395 


53 

33 

20 

13 

8 

1934 

1,825 



49 

32 

22 

15 

1935 

1,690 




40 

32 

22 

1936 

1,360 





51 

36 

1937 

1.355 






51 


1,445 






62* 

Lincoln 








1932 

3,265 

52 

33 

23 

13 

7 

4 

1933 

3,265 


50 

34 

20 

12 

7 

1934 

3,550 



48 

i 27 

16 

9 

1935 

4,500 




39 

21 

II 

1936 

4,500 





33 

15 

1937 

4,600 

i 





28 

1938* 

5,100 






i 50*^ 

Ltncoln-Zephyr 





i 



1932 








1933 








1934 







I 

1 

1935 





1 



1936 

1,405 





50 

35 

1937 

1,339 






50 

1938" 

1,460 






1 62* 

Nash 6 








1932 

953 

37 

35 

26 

20 

15 

30 

1933 

866 1 


55 

45 

34 

26 

17 

1934 

953 



56 

44 

36 

23 

1935 

1,074 



1 

52 

43 

30 

1936 

858 





57 

42 

1937 

1,070 






57 

1938*^ 

1 1,085 






65 ‘ 

Nash S 








1932 

1,077 

37 

33 

26 

19 

15 

9 

1933 

960 


52 

42 

32 

26 

16 

1934 

1,268 



54 

37 

28 

18 

1935 

1,325 




46 

36 

25 

1936 : 

1,160 





53 

39 

1937 

1,210 






52 

1938^ 

1,235 






62^ 

Oldsmobtle 6 








1932 

1,035 

40 

40 

31 

23 

18 

12 

1933 

950 


59 

48 

37 

28 

18 

1934 

861 



62 

51 

41 

27 

1935 

891 




60 

51 

37 

1936 

933 





63 

47 

1937 

995 






58 

1938^ 

1,039 






67' 
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Table io — (continued) 


Year 

Model 

Original 

Delivered 

Per Cent of Original Price 

Remaining at End of Year 

Price 

1933 

1934 

1935 

1936 

1937 

1938 


Dollars 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Oldsmobile 8 








1932 

1,135 

41 

39 

30 

23 

17 

10 

1933 

1,060 


55 

45 

35 

26 

16 

1934 

1,103 



58 

43 

33 

21 

1935 

1,053 




57 

45 

32 

1936 

1,068 





56 

42 

1937 

1,122 






53 

1938^ 

1,175 






62* 

Packard 6 








1932 








1933 








1934 








1935 








1936 








1937 

1,115 






53 

I 938 ‘ 

1,099 






67' 

Packard Light 8 








1932 

2,060 

61 

41 

29 

19 

13 

7 

1933 

3.365 


57 

38 

26 

17 

10 

1934 

2,525 



49 

32 

22 

13 

1935 

2,610 




44 

28 

18 

1936 

2,619 





43 

25 

1:937 

1938’' 








Packard 8 








1932 

2,405 

54 

39 

27 

17 

10 

6 

1933 

2,585 

i 

54 

37 

24 

16 

9 

1934 

2,790 



47 

30 

22 

13 

1935 

2,815 




44 

28 

17 

1936 

2,823 




i 

41 

24 

1937 

1938" 

2,710 






39 

Packard Super 8 

3,680 




1 



1932 

45 

30 

20 

12 

7 

4 

1933 

2,950 


53 

37 

23 

14 

8 

1934 

3,180 



46 

29 

19 

II 

1935 

3,250 




42 

26 

15 

1936 

3,259 





39 

23 

1937 

2,870 





1 

38 

1938'^ 

2,860 






58* 

Packard 12 , 

4,560 







1932 

41 

29 

20 

12 

6 

3 

1933 

4,100 


44 

30 

19 

11 

6 

1934 

4,210 



45 

27 

15 

9 

1935 

4,255 




42 

24 

13 

1936 

4,263 





35 

19 

1937 

3,965 






34 

1938" 

4,220 






53 ‘ 
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Table 10 — (continued) 



Original 

Delivered 


Per Cent of Original Price 


Year 


Remaining at End of Year 



Price 

1033 

1934 

1935 

1936 

1937 

1938 


Dollars 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

PiercC’Arrow 8 








1932 

2,895 

54 

35 

22 

14 

7 

4 

1933 

3 > 2 I 5 


43 

27 

19 

13 

7 

1934 

3,105 



44 

29 

17 

10 

1935 

3,105 




44 

27 

14 

1936 

3,420 





35 

18 

1937 

1938* 








Plymouth 








1932 

710 

39 

31 

31 

25 

20 

14 

1933 

597 


64 

57 

45 

36 

22 

1934 

692 



64 

51 

41 

27 

1935 

700 




62 

51 

35 

1936 

687 





62 

46 

1937 

682 






60 

1938“ 

747 






69* 

Plymouth Deluxe 




38 

28 



1932 

790 

41 

39 

22 

15 

1933 

675 


70 

57 

45 

37 

23 

1934 

786 



61 

49 

40 

26 

1935 

752 




62 

52 

37 

1936 

767 





64 

48 

1937 

762 






61 

1938'" 

826 






69" 

Pontiac 6 








1932 

843 

53 

46 

38 

27 

20 

14 

1933 








1934 








1935 

804 




61 

50 

36 

1936 

826 





6i 

47 

1937 

935 






57 

1938*^ 

942 






1 69 ‘ 

Pontiac 8 








1932 

1,028 

44 

35 

29 

21 

16 

10 

1933 

808 


66 . 

53 

40 

31 

18 

1934 

894 



60 

46 

36 

23 

1935 

1 929 




58 

47 

33 

1936 

920 





58 

45 

1937 

1,008 






56 

1938* 

1,032 


1 




68‘ 

Reo Plying Cloud 


46 

■jjlll 




8 

1932 

1,095 


20 

II 

1933 

1,145 




25 

16 

II 

1934 

1,015 




42 

25 

16 

1935 

975 




52 

35 

23 

1936 

995 





43 

31 

1937 

1938* 



HI 
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Table io — (continued) 


Year 

Model 

Original 

Delivered 

Price 

Per Cent of Original Price 

Remaining at End of Year 

1933 

1934 

1935 

1936 

1937 

1938 


Dollars 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Per Cent 

Studebaher 6 








19312. 

991 

58 

46 

35 

25 

19 

12 

1933 

1,058 


52 

41 

31 

25 

14 

1934 

854 



60 

48 

39 

24 

1935 

882 




57 

49 

35 

1936 

887 





67 

49 

60 

1937 

915 







1938*^ 

995 






69 

Studeba\cr 8 








1932 

1,467 

48 

35 

28 

20 

13 

9 

1933 

L 555 


46 

34 

24 

17 

IO 

1934 

1,421 



49 

34 

25 

15 

1935 

1,527 




47 

32 

23 

1936 

1,228 





53 

38 

1937 

1,230 






50 

1938’' 

1,235 






64 

Terraplane 








1932 





j 



1933 








1934 

786 



61 

49 

37 

22 

1935 

749 




64 

54 

33 

1936 

787 


1 



64 

44 

1937 

810 






58 

1938“ 

892 






66* 

Terraplane Super 








1932 








1933 








1934 

856 



59 

48 

37 

22 

1935 

808 




63 

53 

33 

1936 

849 





62 

42 

1937 

890 






56 

1938“ 

940 






66* 


O The 1938 percentages relate to the current model of car and are not comparable 
with the other percentages which are based on prices for cars after they are one or 
more years old. These percentages may be compared with the current percentage for 
other models and makes. 

Note: N.A.D.A. data were issued March, 1939, as a summary of used-car values for 
the State of Illinois as of the month of December for the years i933"^93Ss 
mclusive, for tax purposes for Illinois dealers. Prices are considered to be applicable 
to Cleveland, inasmuch as the city is in the same price 25 one as Illinois. 

Dodge in this used-car market area. It is also significant that the annual 
percentages of change from year to year in retail sales value for Dodges 
and Pontiacs vary little from the low-priced “Big Three.” 

The Hudson 6, the Lafayette, and the Graham also are in this price 
classification, "^en the Hudson 6 and the Nash-Lafayette have some- 
what lower percentages of remaining values, Graham suffers severely 
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in comparison. For example, a 1937 Graham ($795 delivered) was sold 
in 1938 for only 54 per cent of its original retail price, while a Dodge 
($840 delivered) sold for 62 per cent, indicating that the Graham 
suffered an 8 per cent greater depreciation over the course of one year. 

The Oldsmobile 6 and the DeSoto compete in the same price mar- 
ket, and, with the exception of the 1934 Airflow DeSoto, the used-car 
prices of these competing makes have been in general harmony. 

The small Buic \ — Series 50 for 1932 and 1933, and since then, Series 
40 — selling for the past four years in the $1,000 to $1,100 market has, 
perhaps, a stronger hold on its price market than any other make of 
car. With the exception of 1934, when the Buick 40 stepped out of its 
accepted price class, selling for $1,358, used Buicks have consistently 
brought a relatively higher price than the cars of competitors. 

Other cars competing in this market are the Chrysler Royal 6, the 
Hudson 8, the Nash 6, the Oldsmobile 8, the Auburn, the Hupmobile, 
and, in the last two years, the Packard 6. The rapid fall in the used- 
car values of Auburn and Hupmobile in 1936, 1937, and 1938 shows the 
effect on the value of used cars when the manufacturer withdraws 
from production and the make of car becomes known as an orphan. 

The heavy depreciation experienced by cars selling originally for 
$1,500 or more^ can be explained by two factors: (i) A depreciation 
of less than 50 per cent after one year’s use would still price these cars 
above the prices of many new cars — ^generally speaking, people who can 
afford a new car prefer it to a used one; (2) the high cost of mainten- 
ance and operation of these larger cars deters the average used-car 
buyer who must consider economy of operation. 

The marked drop in residual values may be noted after one year’s 
service for such cars as Lincoln (from 52 per cent to 28 per cent over 
the six-year period) and Packard 8 (from 54 per cent to 39 per cent) . 

While the annual decline of the retail sales value of a car, in per- 
centage, is revealing, the actual annual decline in dollars may indicate 
more realistically the changing values from year to year. In Table ii, 
certain makes have been selected to serve as illustrations of dollar 
changes in values from year to year. The price of the 1933 new model, 
delivered, is shown, and the history of the price changes for each of the 
five subsequent years is presented- The graphic presentation of the 
same data is shown in Chart 3. 

The range in delivered prices for these cars under consideration 
extends from $667 to $3,265; by the end. of 1938, the range of residual 

® See Table 12, infra. 
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values was JErom $154 to $225. During the first three years, Packard 
and Buick prices declined at approximately the same rates. In the 
next two years, the Packard, which originally sold for almost double 
the Buick price, dropped in value more rapidly than did the Buick, but. 

Table ii — Original Price and Subsequent Annual Retail Sales 


Values of 1933 Models of Selected Makes of Automobiles 
in Cleveland, Ohio, 1933-1938. 


(Source: See Table lo for dcscnption of sources.) 


Make of 

Car 

Original 
Delivered Price 
in Cleveland for 
1933 Model 

Retail Sales Value of 1933 Model at End of 

a 

1934 

1935 

1936 

1937 

1938 


Dollars 

Dollars 

Dollars 

Dollars 

Dollars 

Dollars 

Chevrolet 

667 

461 

385 

294 

245 

154 

Dodge 

7S3 

496 

417 

323 

254 

160 

Buick 50 

1,192 

752 

518 

394 

300 

194 

Packard Light 8 

2,365 

1,344 

900 

605 

394 

225 

Cadillac V-8 .. 

3,120 

1,416 

1,026 

631 

400 

220 

Lincoln 

3,265 

1,624 

1,138 

654 

405 

214 


* The sales values m this table were calculated by the use of percentages to two decimal 
places. Consequendy, small difierences will appear if the rounded percentages as given 
in Table 10 are used. 


Chart 3 — Original Delivered Price in Cleveland and Subsequent 
Annual Retail Values of Selected Makes of 
Used Cars, 1933-1938 


(Source: See Table ii.) 



during the fourth year, both the high-priced Cadillac and the Lincoln 
dropped in actual price below the Packard. It is at this point that the 
style value or subjective value probably lost whatever remained of its 
earlier appeal to customers. 
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Table 12 — Average®' of Ratios of Retail Sales Values to Original 
Delivered Prices of 4-D00R Used Sedans, in Cleveland, Ohio, 


BY Classes of Original Delivered Prices, 1933-1938 

(Source: See Table lo for description of source) 


Model 

Year 

Original Delivered 
Price by Classes 

Average Per Cent of Original Price Remaining 
at End of* 

1933 

1934 

1935 

1936 

1937 

1938 

193a 

Under $ 825 

51 

45 

40 

30 

23 

16 


825- 999 

47 

39 

32 

23 

17 

12 


1,000-1,199 

46 

39 

30 

22 

17 

10 


1,200-1,499 

44 

34 

27 

19 

14 

9 


1,500-2,499 

53 

37 

25 

17 

11 

7 


2,500 & over 

46 

31 

21 

13 

7 

4 

1933 

Under 825 


67 

55 

43 

34 

21 


825- 999 


57 

47 

36 

28 

17 


1,000-1,199 


54 

43 

33 

25 

15 


1,200-1,499 


48 

36 

27 

20 

12 


1,500-2,499 


50 

34 

23 

16 

10 


2,500 & over 


48 

33 

20 

12 

7 

1934 

Under 825 



63 

50 

40 

25 


825- 999 



58 

47 

37 

23 


1,000-1,199 



57 

43 

34 

21 


1,200-1,499 



52 

36 

27 

17 


1,500-2,499 



49 

31 

21 

13 


2,500 & over 



46 

27 

16 

9 

1935 

Under 825 




63 

52 

36 


825- 999 




59 

49 

34 


1,000-1,199 




56 

44 

31 


1,200-1,499 




46 

34 

24 


1,500-2,499 




43 

28 

19 


2,500 & over 




! 40 

22 

12 

1936 

Under 825 





63 

46 


825- 999 





i 61 

45 


1,000-1,199 





57 

41 


1,200-1,499 





i 53 

38 


1,500-2,499 





44 

30 


2,500 & over 





35 

19 

1937 

Under 825 






56 


825- 999 






58 


1,000-1,199 



1 



55 


1,200-1,499 






51 


1,500-2,499 






42 


2,500 & over 






32 

1938^ 

Under 825 








825- 999 








1,000-1,199 






K 


1,200-1,499 






62^ 


1,500-2,499 






X 


2,500 & over 






53^ 


‘‘The averages are simple, unweighted arithmetic means of percentages of all cars 
included in each price group. The averages were calculated by the use of percentages to 
two decimal places. Consequently, small differences will appear if the rounded percent- 
ages in Table 10 are used. It was not possible to secure data on volume of sales broken 
down into classifications by series of models. An examination of the data included in 
each average failed to reve^ much variation among the percentages used for each mean. 

'’The 1938 percentages relate to the current model of car and are not comparable 
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Price Comparisons by Manufacturing Groups 

Frequently one hears discussions of the resale value of cars manu- 
factored by General Motors, Chrysler, Ford, and the “independent” 
manufacturers. It is the opinion of the trade that the products of the 
three great manufacturing groups have higher resale values, and, con- 
sequently, the consumer is wise to purchase one of their makes. No 
generalized statement can be made on this point. Although it is true 
that the majority of the makes of General Motors, Chrysler, and Ford 
show a higher average resale value than do the products of the inde- 
pendents as a group, certain models and makes — ^for example, the 
Chrysler and DeSoto Airflow — ^had poor resale values. Packard cars, 
in their respective price classifications, have had resale values that have 
been fully as high, if not higher, than the products of any manufacturer. 
Studebaker, Nash, and Hudson, although suffering somewhat greater 
yearly depreciation than Buick, which is the leader in their price group, 
are not at a great disadvantage in the used-car market, as indicated 
by their prices. However, they are not as acceptable, generally, as 
trade-ins on new cars as are most of the products of the large manufac- 
turing groups. 

Used-Car Price Comparisons by New-Car Price Classes 

In Table 12 the 45 different makes and series are grouped into six 
price classes for year models, 1932 through 1938. The divisions are 
arbitrary but, in general, adhere to new-car market price lines. Where 
an occasional new-car price exceeded or fell below the price class which 
seemed applicable, an average of the n^w-car prices from 1932 to 1938 
was calculated to determine the price group for that car. 

The data in Table 13, composed of the experience of the six price 
classifications, depict the pattern which used-car prices have followed 
over the course of the past five years. 

with the other percentages which are based on prices for cars after they are one or more 
years old. These percentages may be compared with the current percentage for other 
models and makes. 

Note: The following cars are included m the various price classes: 

Under $823: Chevrolet, Chevrolet Master, Ford V-8, Ford Deluxe V-8, Ford 
Senes 60, Plymouth, Plymouth Deluxe, and Terraplanc. 

$82S to $999: Chrysler 6, DeSoto, Dodge, Graham, Hudson 6, Lafayette, Olds- 
mobile 6, Pontiac 6, Pontiac 8, Studebaker 6, and Terraplane Super. 

$1000 to $1199: Buick 40 or 50, Chrysler Roy^ 8, Hudson 8, Nash 6, Olds- 
mobile 8, and Packard 6. 

$1200 to $1499: Bmck 60, Hudson Custom 8, Lincoln Zephyr, Nash 8, and 
Studebaker 8. 

$2^00 to $2499: Buick 80, Buick 90, Cadillac V-8, Chrysler Airflow, LaSalle, 
and Packard Light 8. 

$2500 and over: Cadillac V-12, Lincoln, Packard Super 8, and Packard 12. 
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From Table 13 it is seen that cars selling under $825 suffer a decline 
in sales value of 39 per cent the first year, and 10 per cent of the original 
price for each of the next three years, and, in the fifth year, experience 
an 8 per cent decrease in per cent of original value. 

Cars selling from $825 to $1,000, as might be expected, undergo a 
greater percentage reduction in sales value in the first year than do 
those in the lowest bracket. This probably springs from the fact that 
style value represents some of the difference in these two price classifica- 
tions, but such value is largely lost in the used-car market, where 
economical and dependable transportation primarily is sought. The 
second, third, and fourth years show a steady degree of depreciation 
from the original price — 12 per cent for the second year, and 10 per 
cent, respectively, for the third and fourth years. 

Table 13 — Estimated Average Per Cent of Retail Sales Value 
Remaining in Cars i to 6 Years Old, by Price Classes 

(Source: Calculated from Table 12) 


Per Cent of Value Remaining m Cars; 


Price Group 

New 

1 Year 
Old 

2 Years 
Old 

3 Years 
Old 

4 Years 
Old 

5 Years 
Old 

Under $ 825 

100 

61 

50 

40 

30 

22 

825- 999 

100 

57 

45 

35 

25 

17 

1,000-1,199 

100 

54 

42 

32 

23 

16 

1,200-1,499 

100 

49 

35 

26 

19 

13 

1,500-2,499 

100 

47 

32 

22 

15 

10 

2,500 & over 

100 

41 

26 

17 

II 

7 


The residual values after one year of use, in the cars in the four 
price classifications above $1,000, show that the higher the new-car 
price originally, the greater is the depreciation during the first year, 
not only in actual dollars but in percentage of the original price. 

Cars of the lowest price classification sell at 61 per cent after one 
year, while cars selling at $2,500 and up are worth only 41 per cent, 
indicating the heavy depreciation which the high-priced cars are forced 
to accept in the used-car market. 

While the decrease in the value of a car one year old ranges from 
39 per cent to 59 per cent, depending upon its price classification, the 
annual decrease in the value of the first three classifications for the 
second, third, and fourth years of life is approximately lo per cent. 
The cars in the three upper price classes suffered a much greater 
decline in value the first and second years, but experienced a relatively 
small amount of depreciation in their third, fourth, and fifth years. The 
percentage of residual value for each of these classes at the end of the 
fifth year ranges from 22 per cent to 7 per cent. 
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of Business Conditions on Used-CuT Pfices 

From time to time, there are shifts in the levels of value for used 
cars. During the four-year period from 1934 through 1937^ there was 
considerable stability in used-car prices. In contrast, used cars were 
universally lower in price in i933> with only five exceptions, were 
considerably lower in 1938. The sensitivity of used-car prices to business 
conditions is easily understood. 

The Effect of Used-Car Prices on the Automobile Manufacturer 

The automobile industry frequently has looked upon the used car 
as an unwelcome problem and has neglected to consider that the used 
car, which is a very salable chattel, is one of the industry’s greatest 
assets. The 25 million cars in operation represent not only a quantity 
of unused transportation but stand for exchange value or buying power 
in the automobile market. The importance of this is particularly pro- 
nounced in the new-car market, for nine out of ten new-car buyers 
offer trade-ins as partial payment on their purchases. 

To say that the cash differential between the trade-in allowance and 
the new-car price is of singular importance in determining whether or 
not the purchase is made in no way detracts from the engineering s^U 
of the industry and the high quality of advertising and sales promotion 
which have greatly stimulated consumers’ desires to own new cars. 

A graph of annual sales of new automobiles superimposed upon a 
chart of general business activity would indicate that, in periods of 
depression, new-car sales fall considerably below the general trend. 
This can be explained, in part, by the nature of the commodity — ^a 
consumer’s good of high unit value and of relatively long life. Mr. 
Scoville has developed the concept that the unused mileage in the 
hands of consumers explains why the drop in new-car sales is severe.® 

The study of used-car prices also indicates that the rigidity of new- 
car prices and the flexibility of used-car prices contribute to the wide 
annual variations in new-car sales. 

An analysis of automobile prices in 1938, one of the automobile 
industry’s poorest years, reveals that new-car prices were higher for 33 
of the 40 active makes studied, and slightly lower in 5 cases. Automo- 
bile manufacturers had established their prices for 1938 in the last 
quarter of 1937 in the wake of higher labor and materials costs. How- 
ever, in this same year, 1938, used-car prices, on such stable cars as a 
one-year-old Chevrolet, had dropped to 54 per cent of the original value 

“John Scoville, Statistician, The Chrysler Corporation, “Reasons for the Fluctuations 
in Automobile Production.” Proceedings of the 1938 Ohio Conference of Statisticians on 
Business Research (Bureau of Business Research, Ohio State University, Columbus. Ohio. 
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as against a 63 per cent valuation of a one-year-old Chevrolet in 1937. 
Similar decreases were noted throughout the used-car market. 

The years 1934-1937 represented relatively stable business conditions 
in the automobile industry, and a comparison of 1938 used-car prices 
with those for this period, 1934-1937, is revealing. Prices of standard 
models of Chevrolet, Ford, and Plymouth, as shown in Table 10, have 
been selected to serve as illustrations. 


Chevrolet, Ford Range of Used-Car Retail Prices 

and Plymouth in Per Cent of Original Delivered Prices 

Used Cars ^934—^937 ^93^ 

(Type and age) (Per Cent) (Per Cent) 

Sedans i year old 62-69 54-60 

Sedans 2 years old 5 ^~ 5 ^ 4^47 

Sedans 3 years old 40-45 35"38 


In the above tabulation, the 1932 and 1933 models for Plymouth 
were excluded from the two- and three-year-old car prices in 1934 and 

1935 because these models had exceptionally low resale values due to 
model changes and to severe price changes. This tabulation suggests 
that at no time during the period 1934-1938 were used-car prices, 
relative to original prices, as low as they were in 1938. 

The 1938 new-car prices not only did not adjust themselves to the 
changed conditions, but moved directly counter to the current trend. 
Chevrolet prices^ for 1938 were almost identical with their 1937 prices — 
the standard sedan deUvered for $751 in 1938 as against I758 in 1937. 
The Ford price increased in 1938 to $754 from $712 in 1937; the Ply- 
mouth, to $747 from $682 in 1937. 

The lower used-car prices and the higher new-car prices greatly 
increased the spread between the new-car price and the trade-in value 
of the used car. This enlarged cash difference between new- and used- 
car prices in a depressed market cannot be ignored as a salient factor 
in further slowing up new-car sales. 

The full significance of this price spread can be seen in the prices 
of the Ford V-8. In 1937, the one-year-old Ford was worth $421 (63 
per cent of its original value) while, in 1938, the one-year-old Ford was 
worth $399 (56 per cent of its original value). In 19379 an owner of a 

1936 Ford could expea to purchase a new Ford for his used car plus 
$291; in 1938, an owner of a 1937 Ford might be expeaed to pay $355 
besides his trade-in. The combination of a $42 rise in the new-car 
price and a $22 decline in the value of a one-year-old Ford in 1938 as 

^ It must be remembered that all price comparisons are based on the standard 4-door 
sedan — ^the most popular model made. 
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compared with, a one-year-old Ford in 1937 created a severe handicap. 
With the decreased purchasing power in the hands of consumers in 
1938, this $64 increase in the price differential could not help but have 
a serious effect upon sales. This condition was not unique for Ford, 
but was characteristic for all makes of cars. 

The increased differentials between the trade-in values of used cars 
and the new-car prices cannot be ignored as a reason for new-car sales 
dropping, in 1938, to 1,839,285, or approximately 50 per cent below the 
1937 sales of 35658,525.® 

The Effect of Used-Car Prices on the Automobile Dealer 

Automobile dealers have complained at various times that they buy 
their new cars in a closed market and sell them in an open market. 
Generally representing one manufacturer and, frequently, but one 
make of car, the dealers must buy their new cars from one source at 
the fixed price designated by the manufacturers. 

Automobile manufacturers are geared to mass production and have 
established sales quotas for dealers; by direct or indirect methods they 
frequently have forced dealers to meet these quotas under threat of 
the loss of their franchises. 

In poor business years, fewer new-car prospects appear, and the 
ranks of those are thinned when informed that the trade-in values of 
their cars are low. Pressed by the manufacturer for sales and by the 
consumer’s unwillingness to trade — ^which really means sell to the 
dealer — at a reasonable price, the dealer makes sales without profit, and, 
frequently, at a loss. 

The effect and importance of used-car prices on the inventory 
carried by the dealer and its effect on his operations will be discussed 
in the chapter dealing with used-car inventories of dealers. 

The Effect of Used-Car Prices on the Finance Company 

In the chapters on the demand for used cars and on the financing 
of used cars, the importance and the extent of repossessions are dis- 
cussed, and it is shown that repossessions reached a new high in 1938. 

The experience of time-sales finance companies with consumer 
credit during the depression years, which demonstrated the soundness 
of this form of credit when supported by chattel mortgages or liens on 
automobiles, induced many sales finance companies, in the subsequent 
years, to grant instalment credit with little or no down payment. 

The recession of 1938 resulted in numerous repossessions, attribut- 

® See Chapter U, Table 2. 
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able largely to the loss of consumer income, but traceable, also, to the 
violation of sound credit practices. The rapid decline in used-car 
prices in the early months of 1938 resulted in many buyers owing an 
amount in excess of the current market price of the car they were 
driving. Having either no equity or a minus equity, the incentive to 
pay for the car was largely destroyed, and repossessions naturally 
increased. 

Larger down payments and shorter terms, insuring an equity interest 
to the consumer at all times, have been the answer to this problem, 
and it is believed that sales finance companies will follow this practice, 
at least until the unhappy experience of 1938 is forgotten. 

The Effect of Used-Car Prices on the Consumer 

Automobile consumers readily fall into two classifications — ^new- 
and used-car buyers. Both groups have an interest in used-car prices, 
but, generally, their interests are of a divergent character. The new-car 
buyer is interested in used-car prices inasmuch as these prices deter- 
mine, to a considerable extent, the allowance he can expect to receive 
for his car in trade. The used-car buyer is interested in used-car prices, 
for, the lower the price, the more he can obtain for his money. 

The effect of the decline in used-car retail prices upon trade-in 
values was developed in considering the effect of used-car prices on the 
manufacturer, which also illustrated how the consumer’s equity had 
declined and his purchasing power reduced. 

Frequently, one hears the following questions raised: (i) What 
does it cost to own and operate an automobile.^ (2) After what 
period of time is it advisable to trade in an automobile? An 
answer to the first question involves two sets of factors: (i) the 
depreciation of a car; and (2) the operating and maintenance costs. 

No attempt will be made to analyze operating and maintenance 
costs in this study, for these will naturally differ widely, due to the 
size and weight of car, character of its use, type of roads traversed, 
licenses, taxes, and many other elements. Such a cost analysis is beyond 
the scope of this study. 

The depreciation of automobiles could be studied from the point of 
view of the cost to the consumer if he used the car to the end of its 
mechanical life. This, however, would be contrary to the consumer’s 
usual practice, for car owners generally expect to replace their present 
automobiles and to use the cars as partial payments on new purchases. 
Consequently, the cash value of an automobile is generally of no inter- 
est to consumers, but the trade-in value is the important consideration. 
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The difference between the trade-in value and the new-car price, how- 
ever, represents more than depreciation caused by use. For instance, 
the replacement of a $750 car purchased new in 1932 by a 1938 new 
car costing $750 would involve not only the replacement of a car, but 
also some added utility to the consumer in the form of mechanical 
improvements, accessories and style. 

Without taking into account the improvements which are embodied 
in later models, or a possible increase in the price at which a new car 
can be bought to replace the model traded in, an estimate can be made 
of the annual cost borne by the consumer if he trades in his car after 
one year of use, two years of use, etc., up to five years of use, for a new 
car of the same make in the same price classification. 

To illustrate the approximate annual cost to a consumer, a schedule 
is presented for five different makes of cars based on new-car prices, 
delivered in Cleveland, for 1937 and for 1938. It will be remembered 
that both new- and used-car prices varied between 1937 and 1938. For 
this reason, estimates for depreciation borne by the consumer, if the 
new car was purchased in either 1937 ^93^5 shown in Table I4» 

The new-car prices are assumed to replace the models traded in; from 
the new-car prices the estimated trade-in values are deducted for cars 
which are one, two, three, four, and five years of age, the residual 
being the balance due in cash. This cash balance is then divided by 
the years of usage of the car traded in,® to obtain an estimate of the 
average annual cost of ownership to the consumer. 

From these figures it can be seen that the year in which a car is 
traded in makes a considerable difference to the consumer. A new car 
could be purchased much more advantageously in 1937 than in 1938. 

The data on Chevrolet trade-in values seem to belie this statement, 
for the difference between a one-year-old Chevrolet in 1938 and in 1937 
appears to be only $11. For the complete story, the examination must 
be carried further, A new 1936 Chevrolet sold for $670 while the new 
1937 Chevrolet sold for $758, or for $88 more. In 1937, the one-year-old 
1936 Chevrolet was worth $422 or 63 per cent of its original price, while 
the 1937 Chevrolet sold for $409 in 1938, or 54 per cent of its original 
price. According to this estimate, it cost the Chevrolet owner who 
traded in a 1937 Chevrolet in 1938 $88 more on his original purchase 
and he received $13 less on his trade-in, this being offset in part by a 
$7 reduction in the new-car price in 1938. 

The increase in the balance due between 1937 and 1938 for Ford, 
Plymouth, and Dodge shows the effea on the cost to the consumer of 

“Mileage on cars traded in is assumed to be average. 
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Table 14 — Estimated Annual Cost of Car Ownership to the 
Consumer for Selected Makes, Based upon New-Car Prices 
Delivered in Cleveland, Ohio, in 1937 and 1938 

(Source; See Table 10 for description of source) 


Age of 
Car 

(Years) 


Model 

Year 

Trade-in 

Value 

1938* 

Balance 
Due on 
New Car 

Average 
Annual 
Cost of 
Ownership 

Model 

Year 

Trade-in 

Value 

1938 » 

Balance 
Due on 
New Car 


Average 
Annual 
Cost of 
Ownership 


CHEVROLET 


1937 New-Car Price — ^$758 




Dollars 

Dollars 

Dollars 


Dollars 

Dollars 

Dollars 

I 

1936 

420 

338 

338 

1937 

409 

342 

342 

2. . . . 

1935 

325 

433 

217 

1936 

314 

437 

219 

3.... 1 

1934 

254 

504 

168 

1935 

234 

517 

172 

4 

1933 

245 

513 

128 

1934 

174 

577 

144 

5.... j 

1932 

180 

578 

116 

1933 

154 

597 

II9 


1938 New-Car Price — ^$751 


FORD 


1937 New-Car Price — ^$7ia 


I 

1936 

420 

292 

292 


400 

354 

354 

2. . . . 

1935 

329 

383 

192 

1936 

305 

449 

225 

3 

1934 

265 

447 

149 

1935 

229 

525 

175 

4 

1933 

214 

498 

125 


160 

594 

149 

5 

1932 

165 

547 

109 


128 

626 

125 


1938 New-Car Price — ^$754 


PLYMOUTH 


1937 New-Car Price — $682 j 

1938 New-Car Price — ^$747 

I . . . . 

1936 

, 425 

257 

257 

1937 

409 

338 

338 

2 

1935 

360 

322 

161 

1936 

314 

433 

217 

3 

1934 

285 

397 

132 

1935 

248 

499 

166 

4 

1933 

214 

468 

117 

1934 

185 

562 

141 

5 

1932 

142 

540 

108 

! 1933 

132 

615 

123 


DODGE 


1937 New-Car Price — $840 


I 

1936 

545 

295 

295 

1937 

520 

403 

403 

2. . . , 

1935 

440 

400 

200 

1936 

409 

514 

257 

3 

1934 

345 

495 

165 

1935 

314 

609 

203 

4 

1933 

254 

586 

147 

1934 

225 

698 

175 

5 

1932 

194 

646 

129 

1933 

160 

763 

153 


1938 New-Car Price — ^$923 


BUICK 


1937 New-Car Price — ^$1,050 


I . . . . 

WM 

609 

441 

441 

1937 

625 

452 

452 

2. . . . 


460 

590 

295 

1936 

474 

603 

302 

3 


389 

661 

220 

1935 

329 

748 

249 

4 


300 

750 

188 

1934 

269 

808 

202 

5 


220 

830 

166 

1933 

194 

883 

177 


1938 New-Car Price — $1,077 


“■Tile trade-in values in this table were calculated by the use of percentages to two 
decimal places. Consequently, small diflFcrences will appear if the rounded percentages as 
shown in Table 10 are used. 
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the decline in used-car prices and the rise in new-car prices. 

The growing popularity of the Buick, Series 40, in the new- and 
used-car market is reflected in the increasing new-car sales volume and 
the retail-sales prices of used Buicks. Unlike most makes of cars, the 
new-car price of the Buick, Series 40, has been relatively constant in 
the past five years, and, within the past four years, the range has not 

exceeded %o. . n r • 

In 1937, the one-year-old Buick, Series 40, sold for 58 per cent ot its 

original price; in 1938, when used-car prices dropped decidedly, the 
one-year-old Buick 40 sold for 60 per cent of its original price, a rela- 
tively better price, in defiance of a downward trend in the used-car 
market. This indicates the extent of the outstanding acceptance by 
consumers of the 1937 Buick. 

The question “After what period of time is it advisable to trade in 
an automobile.^” cannot be answered specifically. A general guide as 
to the best time for trading in a car can be formulated from answers to 
the following questions: Are new-car prices in harmony with the cur- 
rent business trend, and are used-car prices below or above the normal 
used-car price? 

In answering these questions for an individual, several facts must 
be kept in mind. The heavy depreciation of 40 per cent or more for a 
car in its first year reflects not only used-up mileage, but also loss in 
style value. The percentage decline from the new-car price remains 
constant each year for the next three years, and then declines still less 
in the fourth year.^ 

The estimated car life is 8.58 years, and the average annual mileage 
is 10,000 miles. On this basis, the average car can be driven approxi- 
mately 85,000 miles. The individual who travels 30,000 miles or more 
the first year would find it advantageous to trade annually; others, trav- 
eling less but abusing a car through lack of attention, would find it 
advisable, also, to trade after the first year. 

For the motorist who travels the average 10,000 miles a year and 
gives reasonable care to his automobile, it would depend entirely upon 
him as to when he deemed it best to trade. If he demanded only trans- 
portation, it would pay him to drive his car to the end of its mechanical 
life. But the economic class of consumers who are capable of buying a 
new car desires something more than transportation, and, since that is 
the criterion, each individual must decide for himself when he feels 
that the differential he is called upon to pay for a new car is justifiable. 

Appendix A for amounts of depreciation suffered by individual makes of 
cars between 193a and 1938. 



CHAPTER VI 


INSTITUTIONS HANDLING USED AUTOMOBILES 

There are two classes of dealers handling used cars: the new-car 
dealers and the exclusive used-car dealers. Prior to 1907, as pointed out 
in Chapter I, the new-car dealers had maintained their occupation as 
dealers in new cars only, and, generally, had refused to accept used 
cars as trade-ins. The few used-car dealers of this period purchased cars 
from private owners who sought to liquidate their investments in order 
to buy new cars. Since 1907, new-car dealers have been unable to 
impose the barrier of “no trade-ins accepted” in the sale of new cars. 

Since 1920, new-car dealers have been made conscious of the fact 
that they are inescapably in the used-car business, and, during the 
thirties, the number of used cars sold by new-car dealers has repre- 
sented two-thirds of their unit sales and approximately one-third of 
their dollar volume of sales. Even so, the new-car dealers generally 
view their used-car inventories as a by-product — and an undesirable 
one — ^while to the used-car dealers, they are the only stock. 

In order to describe the similarities and differences between the new- 
car dealers and the exclusive used-car dealers, and their relative strength 
and effectiveness in the used-car market, the two classes of dealers may 
be examined from five different aspects of business life. Consid- 
eration will be given to: (i) the number of new- and used-car dealers 
(quantitative analysis), (2) the financial strength of retail outlets 
(qualitative analysis), (3) the ownership of automobile retail outlets, 
(4) estimated distribution of used-car sales by new- and used-car deal- 
ers, and (5) business life or permanence of retail automobile dealers. 

Number of Dealers 

The number of dealers in operation at any one time is most difficult 
to ascertain; statistics available from several reliable sources vary con- 
siderably. The various estimates and counts are assembled in Table 15. 

These wide differences in the various estimates of the number of 
automobile dealers are difficult to explain. In all probability, the figures 
quoted by the Census of Business and by Automotive Industries did 
not include many of the so-called “RFD” dealers who are located in 
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centers of 30 to 100 families, and also did not count the owners of small 
garages who aa as subdealers in metropolitan areas, both types of 
dealers making occasional sales only. The Census of Business does not 
include automobile dealers with farm implements and machinery or 
wholesaler-retailers of automobiles and other motor vehicles unless 50 
per cent or more of their sales are of cars at retail. 


Table 15 — Published Counts of New- and Used-Car Dealers in 
THE United States, by Sources 


Source 

Date 

New-Car 

Dealers 

Exclusive 

Used-Car 

Dealers 

All 

Dealers 

Automobile Facts and Figures^ 

TnrlnsfTI^'S^ .............. 

Mar., 1939 
Jan., 1940 
Jan., 1940 

1939 

39^^58 


39.782 

A. Ul tOULlO tl V C 

TYT 0 ‘Prtntrtn Tnc 

48,217 

4,491 

52,708 

U. S. Census of Business** 

33 » 6 o 5 

6,980 

40,585 


* Automobile Manufacturers Association, Year Book.* I 939 > P* quoting from 


Chilton Company, Philadelphia, Pa. 

^ Automotive Industries, (1940), March i, 190. xt v t ton 

® Last O'Trades, released by W. S. Ponton, Inc., 635 Sixth Avenue, New York, Jan- 
uarv. 1940, based on data collected by Dun and Bradstreet. 

^Umted States Census of Business, U.S. Retail Trade, Prelimmary Summary, 1939, 


p. 5. 


Financial Strength of Retail Outlets 


The List O’Trades also shows the following classification of new-car 
dealers according to their financial ratings.^ 


Dealer Rating 


Number 

Less than $i,ooo 

. 

22,919 

$x,ooo or more 

$5,000 or more 

$10,000 or more 

• 14.25° 

• 7.822 

25,298 

Total (January, 1940) . 


— 48,217 


From these figures it is discernible that, in about one-half of 
the new-car dealers (23,000) are listed as having less than |i,ooo in- 
vested. An estimate made two years previously by Mr. A. N. Benson 
while serving as manager of the National Automobile Dealers Associ- 
ation indicated that there were between 4,000 and 4,500 dealers— 
approximately 10 per cent of the dealer body — who had investments in 
their businesses in excess of $20,000.* 


Sales Volume by Outlets—There is a rule-of-thumb in the automo- 
bile industry that a dealer should have approximately f 100 invested in 

^W. S. Ponton, Inc., (TTrades (New Yoric, N. Y., 1940), based data eel' 
Iccted by Dun and Bradstreet. 
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his business for each $1,000 of annual new-car sales. If this rule is 
applied to the 23,000 dealers with ratings of $1,000 or less, these thou- 
sands of dealers can be said to sell individually less than 10 new cars 
annually. The broad classifications and the open-end class of $10,000 
or more, quoted in the above tabulation, do not permit an estimate of 
the number of cars sold by dealers in each of the financial classes. 
However, the determination of the volume of business done by the 
several financial classes of dealers may be approached from another 
angle. 

According to the United States Census of Business, there were 
30,294 new-car dealers and 4,751 used-car dealers in 1935.® New- and 
used-car sales figures are not available separately for new- and used- 
car dealers, but the combined new- and used-car figures for all dealers 
show that 17,521 or 50.7 per cent of all dealers had less than $50,000 
annual sales and accounted for 10.4 per cent of the 1935 dollar volume 
of sales, while 17,030 dealers or 49.3 per cent sold in excess of $50,000 
and obtained 89.6 per cent of the dollar sales. These figures also indi- 
cate that 10,635 dealers or 30.8 per cent of the dealers obtained 76.9 
per cent of all sales. 

The 14,250 new-car dealers which Ponton, Incorporated, lists as 
having an equity of $5,000 or more represent approximately 30 per cent 
of the total new-car dealer body. It is reasonable to believe that the 
percentage of sales obtained by this group is comparable to that 
obtained by the top 30 per cent of the dealers reported by the Census 
in 1935, namely, three-fourths of all sales in terms of dollar volume. 

Financial ratings of the 4,491 exclusive used-car dealers are not 
given.^ Most of these dealers operate in the large cities, and some of 
them have considerable capital invested in inventory and equipment. 

Ownership of Automobile Retail Outlets 

The majority of automobile dealerships are owned by individuals 
and operated, at least in name, independently of the manufacturers. 
The dealer owns or leases his place of business, buys his cars on a 
C.O.D. basis from the manufacturer, and accepts the profit or loss from 
his own enterprise. 

Frequently the dealership is referred to as an agency of the manu- 
facturer, but it is not an agency in the legal sense. While nominally 
the dealer is an independent merchant, through his franchise agreement 
with the manufacturer, he is forced to purchase his cars from a desig- 

Table 15, supra. 

*W. S. Ponton, Inc., loc. cit. 
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nated source at the manufacturer’s stipulated price, and to observe 
strictly various requirements imposed by the manufacturer. 

In a few scattered instances over the country, dealers have expanded 
their efforts so that they have branches of their establishments in 
metropolitan areas or own several retail outlets in various trading 
centers, but sectional and national chains of automobile retail outlets 
have not been widely developed. 

Factory Ownership — After the very first stages of automobile manu- 
facturing, when cars were frequently manufactured to order, factories 
sent out salesmen to sell cars by demonstration methods. A few factory 
agencies were established in key cities and direct distribution was 
attempted. However, enterprising and resourceful individuals were 
found with relative ease to assume the risks of re ta iling, and the manu- 
facturers discovered that individuals with their own capital invested 
were generally more successful than factory-operated agencies. 

The years between 1905 and 1930 were characterized by private 
ownership of retailing and wholesaling outlets, except when manufac- 
turers occasionally were compelled to operate their own outlets in order 
to have representation in certain markets. The depression years, begin- 
ning in 1929 for the automobile industry, forced changes in the policies 
of the manufacturers. The prosperous twenties followed by the de- 
pressed thirties not only resulted in numerous failures* of automobile 
manufacturers but also found the dealer organizations of the surviving 
manufaaurers riddled, and many market areas were left without ade- 
quate representation or were represented by dealers whose working 
capital had been dissipated- The situation in the latter case was due, in 
part, to the automobile manufacturers who had encouraged dealers 
during the twenties to erect elaborate retailing establishments at their 
own expense, to reflect prestige upon the manufacturers. Many dealers 
have subsequently regarded these expensive structures as monuments 
to their folly. Reduced sales and curtailed profits brought many of 
these dealers into financial diflSculties, and manufacturers frequently 
purchased interests in dealer establishments or financially supported 
key dealers in order to maintain adequate representation within an area. 

As rapidly as possible, the automobile manufacturers, with the 
exception of the General Motors Corporation, have liquidated their 
holdings. By 1939, the Ford Motor Company had disposed of practic- 
ally all of the dealer holdings it had acquired, Chrysler Corporation 

®In 1921, there were 88 manufacturers of automobiles; by 1937 the number had 
been reduced to iz. 
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still owned or controlled only a few key distributors and retail outlets. 
General Motors is the only one of the “Big Three” which has sizeable 
financial interests in retail and distribution outlets.® 

As early as 1929, the General Motors Corporation organized the 
General Motors Holding Company for the purpose of giving assistance 
to dealers in need of additional financial support and whom the corpo- 
ration wished to maintain to insure adequate distribution of their cars. 
This company was dissolved in December, 1936, and since that time 
has been operated as a division of the parent corporation. 

The premise upon which this organization was formed and the 
means whereby financial support for the dealer was achieved are, in 
effect, as follows : 

Premise: That automobiles produced by General Motors Corpora- 
tion can be most effectively retailed through independently oper- 
ated dealerships which are owned by individuals who receive the 
profits of the enterprise and who are established members of the 
community. 

Purpose: To provide supplemental financial support to dealers 
whose restricted financial resources do not permit them to qual- 
ify for a General Motors dealership — ^with provisions by which 
dealers can achieve independent ownership. 

Practice: To qualify for assistance from General Motors Holding 
Company (or Division) a dealer must have: (i) A satisfactory 
investment, and the dealership must have an encouraging sales 
and profit potential; (2) a General Motors franchise, and dem- 
onstrated sales and management ability; and (3) must practice 
sound merchandising policies and follow the business manage- 
ment policies set forth by the General Motors Holding Company. 

The provisions for acquiring or re-acquiring ownership of the deal- 
ership by the dealer are: (i) When the dealer-operator owns less than 
51 per cent of the outstanding stock of the dealership, he may purchase 
the shares held by General Motors Holding Company only with funds 
received as dividends or bonuses from the dealership; (2) after the 
dealer owns 51 per cent of the stock, he may purchase the shares held 
by General Motors Holding Company from any funds irrespective 
of the source from which they are derived.’’ 

®Mr. Edward Payton, national consultant in sales and management for automobile 
dealers, Cleveland, Ohio, in conversation with the writer. 

"^Digested by the writer from a copy of the agreement between General Motors 
Holding Corporation and the dealer. 
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In the period 1929-1937, the General Motors Holding Company (or 
Division) acquired 428 dealerships. During the same period it dis- 
posed of 92 dealerships, and, as of December 31, 19375 held investments 
in 336 retail dealerships. Table 16 presents the record for each year of 
the 1929-1937 period. 

Of the 92 dealerships disposed of between 1931 and 19375 were 
liquidated and 30 were sold; but of those sold, only ii were purchased 
by the original owners.® This would seem to indicate that the plan may 
have been of material assistance to General Motors in maintaining retail 
distribution but apparently was of little help to the individual dealer 

Table 16 — Number of Dealerships Acquired, Disposed of, and 
Financially Supported by General Motors Holding 
Company, Annually 1929-1937 

(Source: Federal Trade Commission, Report on Motor Vehicle Industry, 
Washington, D. C., 1939, p. 437) 



who believed that through the corporation’s financial assistance he could 
either gain or regain an owner’s control of the dealership. 

Various reasons may be given for the failure of dealers to acquire 
control. Profit opportunities since 1930 have been limited by the 
reduced volume of new-car sales and the increasing ratio of used cars 
to be handled. These dealers also claim that their dealerships which 
have been financed and indirecdy controlled by the manufacturer have 
been operated on a basis of getting the maximum number of new-car 
sales for General Motors, regardless of the retail profit in these sales. 
Independent dealers assert that factory-controlled dealerships grant the 
most generous trade-in allowances and are the worst price cutters 

® Federal Trade Commission, Report on Motor Vehicle Industry (Washington, D. C., 
1939) > P- 437. 
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among dealers. These dealers beheve that the manufacturer willingly 
gives away the retail profit to secure new-car sales volume and is con- 
tent to receive only the profit derived from manufacturing and whole- 
saling of cars. 

The 336 dealerships which were controlled in 1937 by General 
Motors Holding Division represented slightly less than 2 per cent of 
the total General Motors dealers in that year.® These 336 company- 
controlled dealerships accounted for 126,831 new-car sales, or 9 per cent 
of the General Motors 1937 total of 1,421,306 new-car sales. Sales by 
these controlled dealerships accounted for 5.5 per cent of General 
Motors’ new-car sales in 1935, and for 7.2 per cent in 1936.^® The in- 
creasing diiEculties in securing new-dealer capital for the retail distri- 
bution may cause a further development of the trend towards manufac- 
turers’ financial control of their retail outlets.^^ 

Ownership hy Finance Companies — In recent years, finance com- 
panies have found themselves so intimately involved in some of their 
new-car-dealer operations because of the wholesale financing of the 
dealers’ inventories that they have taken over dealerships and, if not 
openly, have secredy operated them. Many former dealers are actually 
serving as managers of the agencies, getting their orders directly from 
the finance companies. The willingness of the finance companies to 
become involved in the retail dealerships probably is caused by their 
desire to control the direction of the retail finance paper and to benefit 
by the profits to be derived from such paper.^® It is to be regretted that 
more specific information relative to this phase of the subject is not 
available. 

Ownership of Used-Car Outlets — ^Used-car retail-sales outlets are 
owned (i) by individuals operating exclusively as used-car dealers, 
(2) by finance companies as outlets for repossessed cars or as a means 

®This figure includes i8o distributors which are also retail outlets but does not in- 
clude 3,504 associate dealers. Assoaate dealers and subdealers are terms used inter- 
changeably. They are created by a distributor or a dealer through a contract which, in 
turn, must be approved by the factory. 

Federal Trade Commission Report, op. cit., p. 438, and Automotive News, 1939 
Almanac issue (Detroit, Michigan), pp. 15, 17, and 21. 

The names of the dealerships which are controlled by the manufacturer are not 
available and no positive statement can be made as to the reasons for their securing sales 
out of proportion to their number. Two factors, however, may explain this situation: 
the large trade-in allowances, and the fact that dealers supported by the manufacturer 
are, in many cases, large and important. 

^ In conversation with the writer, sales executives of manufacturers, finance company 
officers, and representalives of the National Automobile Dealers Association have all 
attested to the fact that it is difficult to enlist new capital in automobile retailing. 

^ See Chapters XI and XII on the financing of used automobiles. 
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o£ creating and controlling additional retail-sales paper, or (3) 2,s sub- 
sidiaries to new-car dealers. Occasionally, when a connection exists 
with a new-car agency this fact is not publicized, the outlet being used 
to unload undesirable merchandise. This anonymity protects the new- 
car dealer’s principal establishment from any possible ill will. 

Distribution of Used-Car Sales by New- and Used-Car Dealers 

Since the total sales of used cars is only an estimate, the per cent of 
used cars sold by new- and used-car dealers, respectively, must be esti- 
mated. 

If it could be assumed that each used-car dealer sold the same num- 
ber of used cars as each new-car dealer, on the average, used-car dealers 
made 8.5 per cent of the used-car sales by dealers, according to the 
Ponton Company’s figures, and 13.6 per cent, using the Census of Busi- 
ness figures. Since used-car dealers, for the most part, operate in centers 
with large populations and purchase most of their stocks from new-car 
dealers in these areas, it is reasonable to beUeve that nationally the 
used-car dealers sell more than 10 per cent of the used cars sold at 
retail. How much more is open to conjecture, but probably their share 
of business ranges somewhere between 10 per cent and 15 per cent. An 
analysis of a sample of 529 purchases of used cars by residents of the 
Cleveland area indicates that approximately 81 per cent of the used 
cars sold to consumers during the first half of 193^ were purchased from 
new-car dealers, 17 per cent from used-car dealers, and 2 per cent were 
repossessions purchased by consumers directly from finance com- 
panies.^® 

Tenure of Dealers 

In 1929, there were 158 new-car dealers and 31 used-car dealers 
operating in Greater Cleveland; by 193^? there were 139 new-car deal- 
ers and 89 used-car dealers, as shown in Table 17. 

The increase in the number of used-car dealers can be explained by 
several factors : 

1. The constantly rising ratio of used cars to new cars. 

2. The heavy mortality of new-car dealers whose used-car inven- 
tories could be purchased at advantageous prices. Used-car auc- 
tions held for the benefit of dealers are not infrequent. 

3. The tendency in recent years for the well-established and reput- 
able new-car dealers to protect their business names by selling 
low-priced and badly abused used cars to exclusive used-car deal- 



INSTITUTIONS HANDLING USED CARS 89 

to the consumer. Or the new-car dealers may do so because the 
locations of their establishments in superior residential areas offer 
poor used-car markets. 

4. Depressed business conditions have forced many consumers to 
liquidate their ownership in cars and have turned many custom- 
ary new-car buyers into the used-car market. 

5. The availability of large storerooms at low rentals and of vacant 
lots on main thoroughfares. 

6. The practice of finance companies in accepting automobile retail- 
sales finance paper without recourse, resulting in the opening of 
used-car outlets by the finance companies. These are separately 
incorporated as subsidiaries of the finance companies. 

The character of retail establishments and their methods of doing 
business are largely founded upon financial strength and length of 
experience in the business. Many of the evils in automobile retailing 
may be directly traceable to the lack of stability in the body of dealers. 
The National Automobile Dealers Association has publicly implied 
that it can obtain support from the well-established dealers for the 
promotion of measures relating to the welfare of dealers but that the 
many newcomers into the ranks of dealers are detrimenal to imified 
action. The National Automobile Dealers Association and state and 
local automobile dealers’ associations have decried the tendency of man- 
ufacturers to appoint new dealers of limited financial resources with 
inadequate service facilities, irrespective of market potentials. Such 
appointments lead to undesirable and unwarranted competitive con- 
ditions.^^ 

With these factors in mind, a study was made of the tenure of auto- 
mobile dealers in Greater Cleveland, to determine their average annual 
turnover in the business and, if possible, to compare their tenure with 
that of other retail establishments. 

The year-to-year changes in the number of new-car dealers and of 
used-car dealers are shown in Table 17. The table shows the number 
of dealers listed each year in the Cleveland City Directory. The num- 
ber departing each year was obtained by comparing the list of a given 
year with the names in the list for the next year. This procedure was 
followed for each year between 1929 and 1938.^^ 

In Cleveland, the average annual per cent of withdrawals by new- 

“The Maaager o£ the Pennsylvania Automotive Association, in conversation with the 
writer at Harrisburg, August 9, 1938, laid particular stress on this malpractice. He 
described the appointment o£ a dealer with less than $200 in capital who had just been 
established near Harrisburg. 

“a Directory was not issued for 1933. Sec Note, Table 17. 
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car dealers, for the period 1929-1938, was 29.1 per cent. In a study of 
the departure of new-car dealers, made in Buffalo in ipSS? found 

that an average of 22.3 per cent of the dealers withdrew annually from 

Table 17 — Annual Departures and Entrances of Automobile 
Dealers in Business in Greater Cleveland, 1929-1938 


(Source: Cleveland City Directories for all years but 1933, when a Directory 
was not published) 




Number of Dealers 

Per Cent Not in 

Year 

In 

Entering 

Not in Busmess 
in Subsequent 

Busmess at End 
of Year 

(Col 3 -f- Col. i) 

( 4 ) 


Operation 

<i) 

Business 

(2) 

Year 

( 3 ) 


New-Cah Dealers 



Number 

Number 

Number 

Per Cent 

1929 

158 

96 

43 

27.2 

1930 

2 II 

39 

67 

31-8 

1931 

183 

34 

54 

29.5 

1932 

163 

70 

56 

34*4 

1933'' 

177 

15 

55 

31.1 

1934 

137 

42 

35 

25-5 

1935 

144 

35 

43 

29.9 

1936 

13^ 

43 

27 

19.9 

1937 

152 

37 

i 50 

32.9 

1938 

139 




(Av. 1929-1938) 




29.1 


Used-Car Dealers 


1929 

31 

33 

19 

61.3 

1930 

45 

20 

31 

68.9 

1931 

34 

22 

17 

50.0 

1932 

39 

— 

— 

— ■ 

ipas*" 

60 




1934 

43 

27 

45.0 

1935 

76 

37 

39 

51*3 

1936 

74 

30 

28 

37.8 

1937 

76 

49 

36 

47.4 

1938 

89 




(Av. 1929-1938) 




51-7 


* The Cleveland Telephone Directory was used to obtain the number of new-car 
dealers in 1933; used-car dealers were not included because a number of used-car dealers 
operate without a listed telephone. 


automobile retailing in the period from 1920 to 1930.^® The national 
average is estimated currently at 25 per cent.^’^ Failures and withdraw- 
als, however, always have been more numerous in metropolitan areas 
than in other areas. It is believed that the higher rate in Cleveland can 
be explained in this light. 

Harold A. Baker, Marketing of Automobiles, A Study in Retail Distribution in 
Bu-ffalo, an unpublished Master’s Thesis (University of Buffalo, Buffalo, N. Y.), June, 
1933, p. 23, 

^''Edward Payton, national consultant in sales and management for automobile 
dealers, Cleveland, in conversation with the writer, January 5, 1940. 
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In 1932, 56 Cleveland dealers in new cars, or 34^ per cent, with- 
drew; this represented the highest percentage o£ departures for the 
decade under consideration. It is interesting to note that, with the 
exception of 1936, when there were only 27 departures (19-9 per cent), 
withdrawals ranged between 25.5 per cent and 34.4 per cent for the 
ten-year period, indicating that the percentage of dealer withdrawals 
annually has not varied greatly. 

Automobile dealers may dispose of their interests in their businesses 
for various reasons: inabiUty to operate profitably; failure to comply 
with requirements enforced by manufacturers as to methods of opera- 
tion; desire to locate elsewhere; or any one of a number of other reasons. 
Among the dealers whose names are on the list of departures during 
a year’s time, there may be some who consolidated or changed the 
name of their business establishments. Such changes cannot be described 
as dealer mortalities. An attempt was made to determine whether the 
withdrawals shown in Table 17 were caused by business failures, trans- 
fers of ownership, consolidations, changes in corporate name, or other 
reasons. The difficulties encountered were of such a nature that this 
investigation was abandoned. From ten interviews obtained with 
dealers, selected at random, who had departed from business during 
1937, and from the impression secured in conversation with dealers 
continuing in business, the majority of annual dealer departures are 
traceable to unprofitable operations due to various causes, but, primar- 
ily, to financial difficulties. When interviewed, the ten new-car dealers 
who had withdrawn from business gave reasons which could be sum- 
marized as follows : 

’Number Reason for 'Withdrawing 

4 Lack of profit opportunities 

3 Financial difficffities 

I Lack of sufficient capital 

I 111 health 

I Unfortunate partnership arrangement 

That financial failure which resulted in creditor losses was not one 
of the primary causes, however, is revealed in a report from the Cleve- 
land office of Dun and Bradstreet, which listed the number of such 
financial failures of dealers in Cleveland as follows : 


Year Number of Failures 

1934 5 

1935 7 

1936 3 

1937 2 

1938 7 
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This seems to indicate that, at least officially, creditors of automobile 
dealers did not suffer heavily in comparison w'ith the number of dealer 
withdrawals. 

While it is interesting to determine the number of annual departures 
from automobile retailing ranks, it is of greater significance to deter- 
mine the length of the business life of automobile dealers. 

An analysis was made of the length of time 448 different new-car 
dealerships and 268 used-car dealerships, listed in the Cleveland City 
Directories in the period from 1929-1938, had operated under the same 
firm name. From Table 18 an idea of the permanence of new-car 
dealers in the Cleveland area can be obtained. 


Table 18 — Length of Life of New-Car and Used-Car Dealerships 
Operating in Greater Cleveland between 1929 and 1938 

(Source: See Table 17 for description of sources of data) 


Length of Life 
(Years) 

Number of 

New-Car 

Dealers 

Number of 

Used-Car 

Dealers 

I 

146 

164 

2 

88 

51 

3 

54 

17 

4 

43 

18 

5 

36 

5 

6 

17 

2 

7 

! 8 

6 

8 

17 

I 

9 

7 

0 

10 or more 

1 32 

4 

Total 

448 

268 


During this ten-year period, approximately one out of every three 
new-car dealers failed to survive more than one year; one out of every 
two dealers survived the second year in business. Only 32, or 20 per 
cent, of the 158 new-car dealers operating in 1929 were still in business 
in 1938. 

A mortality study made in 1939 by the Automobile Manufacturers 
Association, based on the total of 39,000 dealers, stated that 28 per cent 
had survived 10 years or more.^® A study made by the National Auto- 
mobile Dealers Association in 1939 in 61 cities in 25 states — ^primarily 
small- and medium-sized cities — indicated that 448 dealers or 36 per 
cent of 1,254 dealers had survived 10 years or more.^® 

From these findings it appears that tenure of new-car retailers does 
not seem to differ from other retail establishments. Whether a com- 


Automobile Facts ^ June, 1939, p. 2. 
^ Survey published June, 1939. 



INSTITUTIONS HANDLING USED CARS 


93 


parison with other retail lines, such as grocery, dry goods, hardware, 
and drug dealers, is fair is open to question. Automobile dealers chal- 
lenge this comparison; they maintain that the larger investment and 
the higher intelligence required in automobile retailing distinguishes 
the field from these other forms of retailing. Dealers also believe that 
failures in their ranks are not entirely caused by poor internal manage- 
ment and depressed business conditions, but that they are somewhat 
attributable to the malpractices of the manufacturers — ^forcing sales up 
to quotas and up to a required percentage in a price classification, and 
establishing multiple dealerships regardless of the market potential. 

An analysis of the life tenure of the used-car dealers shows that 164 
of 268 or 61 per cent withdrew from business after one year of opera- 
tion; at the end of the ten-year period only 4, or 13 per cent of the 31 
used-car dealers in operation in 1929, were still engaged in the same 
business. 

These figures, however, must not be considered too seriously, for the 
character of the business frequently causes operators to move from lot 
to lot or room to room and to change the names of their businesses 
almost as often as the seasons. With a business temporarily installed in 
an open lot, with no facilities for service, and with a capital investment 
limited to a movable shanty and a string of electric lights, shifts of cars 
and ownership may take place overnight. 

In fairness, it must be said that some used-car dealers have estab- 
lished public confidence and faith, and are a credit to the business. It is 
from these that Mr. Paul Hoffman, President of Studebaker Corpora- 
tion, believes that many of the new-car dealers of tomorrow will rise, 
having learned how to merchandise used cars successfully — ^the problem 
which seems to be the most vexatious to new-car dealers.^® 

Hastings, “No Used Car Problem,” Automotive Industries^ LXXIV (1936), Feb- 
ruary I, 137. 




CHAPTER VII 


THE BUYING OF USED CARS BY AUTOMOBILE 
DEALERS 

Differences in Methods of New- and Used-Car Dealers, Losses 
Sustained by Dealers in Their Buying of Used Cars, and 
Cooperative Plans for the Control of Used-Car Allowances 

As used-car dealers acquire their inventories of used cars in a manner 
different from that of new-car dealers, the methods employed by each 
will be discussed separately. 

Used-Car Purchases by New-Car Dealers 

The new-car dealer generally acquires his used-car stock in the form 
of used cars traded in on the purchases of new cars. To all intents and 
purposes, cars accepted in trade are purchases of merchandise that must 
be resold, the primary distinction being that the used car is accepted in 
Heu of cash towards the purchase of a new car or a used car of higher 
classification. These trade-ins usually represent from 40 per cent to 
65 per cent of the new-car sales price. This means that the transaction 
not only fails to make available immediately any of the dealer’s profit, 
but transfers anywhere from 10 per cent to 35 per cent of the dealer’s 
new-car capital to his used-car stock as well. 

To determine to what extent this situation is similar to that in other 
lines of retailing where trade-ins are accepted, a survey of the specialty 
field, including home electrical appliances, office equipment, and spe- 
cialized factory equipment, was made in Cleveland in the spring of 
1939. The findings indicated that the gross margin for the retail dealers 
handling these various lines generally exceeded 25 per cent, and that 
it was only in very exceptional instances that the value of the trade-in 
ever exceeded the gross margin allowed to the dealer on new stock. 
Thus, in these fields, practically every sale at least liquidated the capital 
investment of the dealer.^ 

That this difference exists probably can be traced to the fact that 
used cars have acceptance in a wider and more highly competitive 
market. 

^Products investigated: radios, sewing machines, refrigerators, typewriters, duplicating 
machines, and printing equipment. 
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The practice of most new-car dealers has been to allow the new-car 
purchaser an overallowance for his trade-in, at times offering the full 
resale value of his present car on a new-car purchase, and, in some 
instances, even exceeding this figure. 

The overallowances granted on used cars can be traced to various 
causes which in turn can be grouped into two major classifications: 
(i) external factors, i.e., causes beyond the immediate control of the 
dealer, and (2) poor business practices of the dealer. 

Under the first classification — causes beyond the immediate control 
of dealers — the following causes for overallowances may be listed: 

1. The automobile manufacturer’s enforcement of the policy that 
new-car discounts are sufficiently large to warrant overallowances. 

2. The automobile manufacturer’s coercion of dealer to meet a pre- 
scribed sales quota, or to maintain a specified percentage of the 
business done in a certain price classification in the market area. 

3. The automobile manufacturer’s policy of establishing multiple 
outlets in a given market area regardless of the market potential, 
thus forcing dealers to compete not only with dealers of other 
makes of cars, but also with other dealers selling the same make. 

4. Competition from poorly-managed dealerships where costs are 
not known, resulting in wild trading practices and causing losses 
to all local dealers. 

Under causes attributable to poor business practices by dealers, the 
following can be listed: 

1. The development of a skeptical attitude on the part of consum- 
ers because of careless appraisal methods employed by dealers. 

2. The almost universal practice of granting overallowances for cars 
traded in, resulting from : 

a. The unjustified optimism on the part of dealers that used cars 
purchased at exaggerated values can be liquidated without 
losses. 

b. The misinterpreting of salesmanship to the extent that efforts 
are not made to sell new cars but to buy new-car business with 
excessive allowances on used cars. 

3. Failure of dealers to ascertain and to be governed by the costs 
of operation. 

External Factors in the Granting of Over allowances 

NeW'Car Discounts — ^Manufacturers have given automobile dealers 
a margin of approximately 25 per cent on their new-car sales — ^a margin 
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that manufacturers believe ranges from 5 per cent to 15 per cent higher 
than it would need to be if all new-car sales were made without trade- 
ins. They contend that, through their advertising and sales promotion, 
mechanical improvements, and annual restyling, they have created a 
demand for their product, and that a 10 per cent to 15 per cent gross 
margin for the dealers should be adequate for the selling expenses on 
their cars.^ 

Many dealers, particularly those in metropolitan centers, deny the 
validity of the argument. They contend that this might be true if auto- 
mobile manufacturers had not insisted that they build elaborate estab- 
lishments, provide excellent service facilities, and maintain heavy inven- 
tories of parts, which greatly increases their costs, for the purpose of 
reflecting prestige upon the manufacturers. It is the dealers’ belief that 
these capital structures and the adequate facilities for service should 
be regarded as part of the factories’ expense, and if so, the margins 
needed to continue to operate profitably are greater than the manu- 
facturers have been willing to admit. 

Factory Forcing of Sales — Other significant factors in the granting 
of excessive allowances resulting in higher used-car buying prices are: 
(i) the factories’ policies of enforcement of sales quotas, and (2) their 
insistence that dealers get a specified percentage of the total sales in 
their price classification within their local area. The survey of dealers 
made by the Federal Trade Commission revealed that nearly 90 per 
cent of the dealers felt that they were obliged to make allowances in 
excess of the amounts which they regarded as fair trade-in values on 
the cars taken in trade. Of these, 76 per cent attributed the cause to 
“competition,” and 13 per cent enlarged their answers to mention, spe- 
cifically, pressure from manufacturers.^ Only 7 per cent of the dealers 
stated definitely that they were not obliged to give overallowances. 

Multiple Dealerships in One Area — ^The manufacturers’ policy of 
establishing multiple dealer outlets in seeming disregard of the market 
potential, and of granting franchises to individuals without adequate 
experience in automobile retailing and having only a few hundred 

®I£ the assumption is correct that a margin of 15 per cent on new-car sales is ade- 
quate, a dealer selling a $1,000 car in which his present gross margin is 25 per cent, or 
$250, could offer a consumer $100 more on his trade-in than the current wholesale price 
of the used car would warrant. It is this simation which has prompted field repre- 
sentatives of manufacturers frequently to urge dealers to grant $50 to $75 more on cars 
they accept as trade-ins in order to increase the new-car sales volume. 

® Federal Trade Commission, Report on Motor Vehicle Industry (Washington, D. C., 
1939), p. 241. For General Motors dealers, 91.4 per cent and for Ford dealers, 85.9 per 
cent indicated that they were obliged to grant excessive allowances. The report does not 
indicate the number of dealers questioned. 
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dollars of capital, explains, in large measure, the excuse given by dealers 
for overaliowances — competition. The exceedingly heavy mortality of 
automobile dealers can be traced primarily to this policy. Not only does 
the unfortunate dealer suffer by losing his capital, but, because his sales 
policies are generally of such a character that wild competitive trading 
results, losses are forced on all dealers in the community as well. 

In defense of the manufacturers, it must be pointed out that the 
rapid expansion of the automobile industry in the twenties resulted in 
the creation of plant facihties capable of producing an estimated 
8,000,000 cars annually.^ During the thirties, the average new-car sales 
were between 2,000,000 and 3,000,000 cars per year. This situation cre- 
ated an intensely competitive condition among producers and prevented 
any one manufacturer from adopting a less rigorous sales policy. 

Competition from Ill-Advised Dealers — ^The competition offered by 
dealers who lack an accurate knowledge of their financial operations 
has had repercussions upon the operations of the better-informed deal- 
ers. This competition would be neither extensive nor significant if only 
a few dealers lacked information on their costs. However, failure to 
be guided by reliable data is prevalent, and, consequently, all dealers 
suffer. The Federal Trade Commission, in its survey of the motor 
vehicle industry, examined the opinions of public accountants towards 
the manufacturers’ prescribed dealer accounting systems to determine 
to what extent the systems installed and supervised by representatives 
of the factory reflect reliable information on costs. The answers re- 
ceived by the commission were interpreted to allow for a possible 
prejudice on the part of accoimtants who had been deprived of that 
lucrative business. In part, the findings were: 

Others [public accountants] in addition to pointing out that allocations 
of expenses under the factory system show profits per new car far too high, 
state that in order to show the true status of their business, dealers using 
factory-designed accounting systems must also keep another set of books, 
or at least supplementary records, especially if they are to be correctly 
informed as to the extent to which their capital and profits are tied up in 
used-car inventories that rapidly decline in market value with age.® 

Internal Factors in the Granting of Overaliowances 

Careless Appraisal Methods— hdmixxmg that competitive practices 
force automobile dealers to appraise and accept used cars in trade at 

*D. M. Phelps, Efect of the Foreign Market on the Growth and Stahltty of the 
American Automobile Industry (Michigan Business Studies, No. 5, in [1931], The Uni- 
versity of Michigan, Ann Arbor), p. 576. 

® Federal Trade Commission, op. ctu, p. 293. 
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higher figures than the cars would bring on the cash market, the 
appraisal methods employed by many dealers are such that they not 
only create losses for the dealers, but fail to inspire consumer confi- 
dence as well. 

A survey of appraisal methods made by the Chicago Automobile 
Trade Association in 1939 revealed the wide divergence in trade-in 
allowances and the inefficient procedure followed in appraising cars 
offered in trade. A shopper with a 1936 model to trade on a new -car 
obtained allowances which were arrived at, after inspections by 55 
difierent dealers, in the following manner: 


Type of Inspection 

Inside at desk 

Through window 

At the curb 

Motor started . . . 

Car driven 

Total 


Number of Cases 
. . . . I 

.... 3 

21 

.... 9 
.... 21 


55 


A shopper ofiering a 1937 model in trade obtained trade-in allow- 
ances after the following inspections:® 


Type of Inspection Number of Cases 

Inside at desk o 

Through the window 25 

At the curb 5 

Motor started 20 

Car driven 4 

Total 54 


From these findings it is evident that the purchasing of used cars 
by many new-car dealers is done after careless and unsystematic evalu- 
ations. When dealers are seemingly indifferent to the mechanical con- 
dition of the car, the number of miles driven, and the costs necessary 
to place the car in condition for resale, the consumer can have litde^ 
if any, faith in the dealers’ operating methods, and in their stocks of 
used cars. Moreover, the used-car departments of dealers are handi- 
capped by unprofitable and slow-moving merchandise. 

In some establishments where better business praedees prevail, a 
used car is thoroughly checked and accurately appraised, with proper 
consideration given to the costs of reconditioning and resale, and any 
allowances granted above the appraisal value are charged to a reserve 
account for excessive trado-in allowances on new cars. When such 
* Chicago Autozoobile Tiade Asaodation, General Bulletin, May 5, 1939, p. 2. 
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practices prevail, the used-car department can be operated as a separat 
department, and the effectiveness of its operations can be checke 
properly/ 

Alert and progressive new-car dealers have sensed some of the falls 
cies in poor appraisal methods which result in sales volume wither 
profit, and in the acceptance of trade-ins without consideration of th 
inventory needs of their used-car departments. These dealers hav 
directed trading activities with an eye not only on their new-car sale: 
but also on their used-car operations.® 


Size of Overallowances ^ — The average consumer is aware that autc 
mobile dealers grant an allowance in excess of the used car’s value whej 
the car is accepted in trade for a new car. How large this excessiv 
trade-in allowance is, and the percentage it constitutes of the new-ca 
dealer’s gross margin, has a direct bearing on the dealer, the consumei 
and the manufacturer. 

There are several current reports on the extent of overallowance 
and subsequent losses to dealers. Among these is a shopping surye 
made for the National Automobile Dealers Association in the spring 
of 1939 (by an impartial, nationally known market-research agency) 
to determine the size and extent of the overallowances granted b; 
dealers/® Fourteen large cities were chosen, and more than 1,600 shop 
ping reports were secured on evaluations by new-car dealers represent 
ing 17 makes of cars.^^ In most of the cities, a 1936 Chevrolet Maste 
Deluxe, two-door, town sedan was used. In a few instances, when thi 
model was not available, a car was substituted which approximated th* 
Chevrolet town sedan in popularity and value. 

In order to obtain a comparison among cities, the N.A.D.A. Guidt. 
Boo\ retail value of the car used in each community was taken as th< 
average value, and the actual reconditioning cost was deducted there 
from to obtain the estimated trade-in value of each car used for shop 
ping purposes. No deduction was made to cover handling and selling 
costs. If an additional 15 per cent had been subtracted to cover thes< 
costs, the overallowances granted would have been much greater. 

Only one call was made upon any dealer, so there was no oppor 
tunity to play one dealer’s bid against that of another. 


’"Mr. Edward Payton, national consultant in sales and management for automobile 
dealers, Cleveland, Ohio, in conversation with the writer. 

® See Chapter DC for a discussion of inventory control for used cars. 

®The term ""ovcrallowancc” is widely used by the automobile trade, and by the 
Federal Trade Commission in its Report on Motor Vehicle Industry, to describe excessive 
trade-in allowances. 

^ Willmark Service and System. 

"Cities shopped: Atlanta, Boston, Brooklyn, Chicago, Dallas, Denver, Detroit, Loj 
Angeles, Milwaukee, Newark, New York, Philadelphia, St. Louis, and Seattle. 
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Table 19 shows the extent to which the dealers of various makes 
tend to offer overallowances. The overallowance of Buick dealers for 
13 cities was relatively the lowest, being approximately 4 per cent of 
factory delivered price; Ford dealers were next, with 4.2 per cent; while 
the two groups of dealers above 9 per cent were De Soto and Chrysler 
dealers. The average overallowance for all dealers was 6.42 per cent. 

The analysis of overallowances by cities shows that Denver dealers 
were the most cautious, with an average allowance of $4 less than the 
estimated trade-in value. Atlanta dealers were next, with an average 
overallowance of $28 per car. For all cities, the average overallowance 

Table 19 — Overallowances Offered on Trade-ins in 1,529 New-Car 
Deals in 13 Cities, April, 1939, by Make of Car, by Manu- 
facturer Group, and by City 


(Source: National Automobile Dealers Association, Report of N^.D.A. Shopping Survey, 
Conducted in Fourteen Metropolitan Areas During Apnl, 1939 [Detroit, Mich., 1939].) 


Make of 

New Car and 

Manufacturer 

Group 

Number 

of 

Deals 

Factory 

Delivered 

Price* 

Average 

Over- 

allowance 

Rauo of 

Overallowance to 
Factory 

Delivered Price 

OVERALLOl 

VANCES BY Makes 




Number 

Dollars 

Dollars 

Per Cent 

Buick 

51 

955 

38 

3-98 

Chevrolet 

171 

720 

60 

8.33 

Chrysler 

87 

1,010 

92 

9.II 

De Soto 

89 

970 

91 

9-38 

Dodge 

83 

855 

58 

6.78 

Ford 

177 

738 

31 

4.20 

Hudson 6 

54 

898 

58 

6.46 

Hudson 1 12 

34 

806 

38 

4.71 

La Salle 

27 

1,320 

78 

5.91 

Mercury 

168 

953 

47 

4.93 

Nash 

41 

1,020 

88 

8.63 

Lafayette 

50 

920 

1 66 

7.17 

Oldsmobile 

73 

952 

80 

8.40 

Packard 

51 

1,095 

1 67 

6.12 

Plymouth 

261 

805 

43 

5.34 

Pontiac 

74 

871 

; 78 

8.96 

Smdebaker 

38 

951 

74 

7.78 

Total 

Average 

1,529 

903 

1 

58 

6.42 


Overallowances by Manufacturer Groups 


Chrysler 

519 

878 

61 

6.94 

Ford 

346 

830 

40 

4.82 

General Motors .... 

396 

864 

65 

7.52 

All Others 

268 

1,086 

66 

6.08 

Total 

Average 

1,529 

903 

58 i 

6.42 
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Table 19 — ( Continued ) 


OVERALLOWANCES BY CiTY 


City 

Shopped 

Number 

of 

Deals 

Extent of 
Variations 
in Allowances 

Average 

Over- 

allowance 


Number 

Dollars 

Dollars 

Atlanta 

56 

171 

28 

Boston 

149 

250 

51 

Brooklyn 

138 

222 

53 

Chicago 

215 

175 

48 

Dallas 

79 

265 

50 

Denver 

75 

270 

4 ** 

Detroit 

151 

200 

97 

Los Angeles 

146 

235 

84 

Milwaukee 

75 

195 

54 

Newark 

78 

125 

56 

New York 

138 

207 

82 

Philadelphia 

154 

225 

38 

St. Louis® 

114 

165 

95 

Seattle 

75 

250 

52 

Total® 1 

1,529 



Average 



58 


^ Factory Delivered Price is the average of new cars shopped under each heading. 

** Underallowance. 

® St. Louis not included in total, because the survey in this city was not conducted 
concurrently with those in the other 13 cities, and the questions asked were not com- 
pletely identical. 

was $58. The cities in which conditions were the worst were: Detroit, 
St. Louis, Los Angeles, and New York. 

By manufacturer groups, Ford dealers show an average of 4.82 per 
cent allowance for all cities, while General Motors and Chrysler dealers 
are above the average o£ 6.42 per cent. 

Dealer Used^Car Losses— 'Vne Federal Trade Commission’s report 
contained a profit and loss analysis of automobile dealers’ used-car 
transactions for 1935, 1936, and 1937, the three most prosperous years 
for the industry in the decade 1930-1940. In 1935, costs of sales of used 
cars were 5.92 per cent above their net sales (Table 20) ; in 1936, 843 
per cent above; and, in 1937, 8.54 per cent above. 

Annually, the National Automobile Dealers Association, through a 
comprehensive questionnaire, obtains information on operations of its 
members.^^ Table 21 shows the extent of used-car losses suffered by 
new-car dealers for each of the years from 1933 through 1938, as deter- 
mined from these reports. 

The Federal Trade Commission report and the annual trade surveys 
of the National Automobile Dealers Association point to similar con- 
clusions. Referring again to Table 20, if the amounts received for serv- 

“ Appendix B shows operating data for dealers for six years — 1933-1938, inclusive. 



Table 20 Net Sales, Cost of Sales, and Gross Profits, by Departments, for Motor Vehicle Dealers in 45 

States and the District of Columbia, 1935-1937 

(Source: Federal Trade Commission, Report on Motor Vehicle Industry [Washington, D.C., 1939], P- 886.) 
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ice, parts, and accessory sales are deducted from the total sales for the 
years, and corresponding profits thereon deducted from the gross 
profits, it is found that the dealers’ gross profits on sales of new and 
used cars in 1935, 1936, and 1937 were 13.13 per cent, 12.93 per cent, 
and 12.95 per cent, respectively. 

In 1938, the N.A.D.A. trade survey indicated that dealers made 
20.15 per cent on their new-car sales after used-car losses had been 
deducted. Since new-car sales represented approximately two-thirds of 
the dealers’ total dollar sales of both new and used cars, the dealers 
profit of 20.15 new-car sales related to the total of new- and 

used-car sales is reduced to approximately two-thirds of 20.15 per cent, 
or 13.4 per cent of total new- and used-c^i sales. 

The Federal Trade Commission findings indicate the profitableness 
of handling accessories, parts, and service facilities; the N.A.DA. trade 
surveys^® show that rebates from finance companies have been a sub- 
stantial source of income to dealers. Both reports reveal the facts upon 
which dealers have based their claims that margins on new cars are 
too small to absorb losses on used cars and yield a sufficient profit on 
new- and used-car sales. 

The solution to the dealers’ problem of operating profitably might 
be attacked in two ways: (i) by increasing the dealers’ gross margin 
on the new cars; (2) by effecting savings in present operations. The 
first method is not regarded by the majority of the dealers as the best 
solution. The manufacturers naturally feel that such a move would 
necessitate higher new-car prices, and would result in increased new-car 
sales resistance; the dealers, generally, feel that this would encourage 
proportionally greater trade-in allowances with no resultant gain. 

Used-car Purchases by Used-car Dealers 

The major sources of the supply of used cars in the hands of used- 
car dealers are new-car dealers, finance companies, and consumers who 
desire to liquidate their car ownership. Purchases from new-car 
dealers and from finance companies generally are made in wholesale 
lots, ranging from a few cars to the dealer’s entire stock, which may 
number 50 cars or more. These cars are usually purchased at the 
current wholesale price which is approximately 35 per cent below the 
current retail price of the cars. 

The care exercised by the better used-car dealers in buying their 
used-car stocks is illustrated by the findings of the Chicago Automobile 


See Appendix B. 



Table 21— Effect of Average Used-Car Losses on Dealers’ Average New-Car Gross Margins, 1933-1938 

(Source: Columns i, 2, 3, 4 and 5 taken from National Automobile Dealers Association annual trade surveys. See Appendix B.) 
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Trade Association's shopping survey, conducted in Chicago in the fall 
of 1938. Five cars were offered to exclusive used-car dealers, and the 
following offers from different dealers were obtained 


Oilers 

Car Number ( Jn Dollars) 

I 2 S 

I 210 210 200 

3 125 135 135 

3 225 250 250 

4 310 310 325 

5 200 225 240 250 


Only in the fifth case did the variations exceed $25. These slight 
variations may have been due to a current need for this particular 
make and model by different dealers, or they may indicate differences 
in the skill of the dealers in reconditioning and merchandising their 
used cars. When dealers could not use the type of car which the 
shopper had, they did not hesitate to say so, and refused to make any 
sort of offer for the car. 

Plans to Control Losses on Used Cars 

Curbing of excessive used-car allowances has held the interest of 
various bodies of dealers since the innovation of accepting used cars in 
trade; consequendy, for thirty years dealer groups have tried and are 
still trying various devices and measures to reduce these losses. 

The numerous plans to control losses incurred in buying used cars 
ran be classified into four major types: (i) cooperation among dealers; 
(2) joint efforts of dealers and manufacturers; (3) combined efforts 
of the automobile industry, with the assistance of government — ^United 
States, Germany, and England; (4) efforts of dealers to secure legisla- 
tive assistance dirough licensing acts and Fair Trade laws. 

Dealers' Cooperative Measures 

Plans for cooperation among dealers have been directed along two 
distinct lines; namely, a joint effort of all dealers in a community, and 
cooperation among dealers handling a particular line of cars. 

Saginaw Plan — As early as 1914, the automobile dealers of Saginaw, 
Michigan, attempted a method of price control! Under their plan, 
Saginaw dealers elected a central committee whose duty it was to estab- 
lish ma ximnm allowances for all makes and models of used cars. A 
price list, in the form of a loose-leaf book, was furnished to each dealer, 

^Chicago Automobile Trade Assodadon, General Bulletin, December 21, 1938. 
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and the book was kept up to date with periodic releases on price 
changes. As far as the writer has been able to determine, no penalties 
were to be assessed against dealers, and the success of the plan hinged 
upon the willingness of the dealers within the community to cooper- 
ate.^® The plan was widely publicized and similar schemes were tried, 
at one time or another, in various cities in aU parts of the country. 

The Appleby Plan — K plan copyrighted by the Chamberlain Asso- 
ciates of Detroit, known as the Appleby Plan, was the most discussed 
used-car plan in the early twenties. In 1923, Automotive Industries 
stated that 25 cities on the West Coast were using the plan.^® The 
various provisions were outlined as follows: 

1. Dealers are organized into a local unit of Chamberlin Associates. 

2. An independent appraiser is appointed by dealers. 

3. Each used car offered in trade is carefully appraised as to its 
present market value. 

4. Repairs necessary for reconditioning are noted and the con- 
sumer who offers the car in trade is required to pay for these. 

5. The consumer is further assessed 10 per cent of the estimated 
sales price for selling expense. 

6. The car is then reconditioned in the service department of the 
dealer who represents the make of car traded in. 

7. The car is turned over to the cooperatively-owned Motor Mart 
at a price based on the appraisal. 

8. The owner receives for his car a warehouse receipt which is re- 
deemed when the car is sold. 

9. Orphan cars, and cars not represented by dealers in the com- 
munity, are reconditioned in a reliable shop. 

10. The Motor Mart’s inventory is not to exceed a 30 days’ supply. 

11. One per cent of the receipts from used-car sales is to be paid 
to the Chamberlin Associates, one-half of which is to be turned 
over to the local association for activities incidental to the 
establishment and maintenance of motor marts in the territory. 

The weaknesses of the plan in a highly competive market are quite 
evident. For the 15 years previous to the appearance of this plan, 
dealers had accepted the responsibility of marketing the customers’ 
trade-ins. Any effort to reverse this practice and return the burden to 
the car owner was handicapped from the outset. Furthermore, the plan 
failed to take into consideration the fact that, in order to fimctipn 

“"Dealer Representatives Discuss Used Car Plans/^ Automotive Industries, XLVII 
(1922), September 21, 564. 

“ "Plan for Used Cars to be Nationalized,” Ibid., XLDC (1923), October ii, 763. 
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successfully, the gross margins alloted by the automobile manufacturers 
to dealers should be identical — a condition contrary to fact. Manu- 
facturers frequently changed their gross margins, moreover, in order 
to obtain competitive advantages. Also, the differences in size and 
financial strength of automobile agencies, and the variations in the 
business philosophies of the dealers — some seeking to increase net 
profits through a small profit per car and a large sales volume; others, 
to obtain the largest possible profit per car — ^hampered the success of 
the plan. 

The provision for independent appraisals was favored by the 
stronger manufacturers but was disliked by the makers of less popular 
cars because it was prejudicial to their interests. The plan was grad- 
ually abandoned. 

Information on Market Value — Concurrent with the agitation for 
the Appleby plan, the education of consumers and dealers to used-car 
market values was advocated. The method suggested was to have 
manufacturers publicize widely the market value of their used cars 
from one and one-half to four years old.^^ Also, through associations 
of dealers, the exchange of current retail sales prices of used cars could 
be effected-^® 

The manufacturers showed no interest in publicizing the values of 
used cars of their makes. However, the movement by dealers associa- 
tions to furnish their members with information on current price data 
for used cars progressed rapidly. The plan of furnishing information 
on market values consisted of an exchange of used-car selling prices 
among cooperating dealers. In several large cities, including Chicago, 
St. Louis, Boston, Cleveland, Detroit, and Kansas City, and many 
smaller cities, the dealers’ association secretary, or a special used-car 
secretary in the association, served as the hub around which the plan 
revolved. This plan has continued and has been extended into all 
important cities, but instead of obtaining the sales reports from local 
dealers, they are usually garnered from the coimty clerk’s office and 
made available weekly to the trade. This plan, of course, serves merely 
as a guide to dealers, giving price information of past transactions to 
indicate the trend. It could be of considerable value if dealers were 
subject to restraint by market information. 

The Michigan Flan — Two recent plans based on cooperative 
eiforts among local dealers have been discussed widely, and have been 
advocated as possible solutions to the dealers’ used-car problem. 

XLV (1921), December 8, 1142. 

December 22, p. 1240. 
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The Michigan or Muskegon Plan is a continuation o£ the code prin- 
ciple observed during the days of the National Recovery Act, but v^ith 
local control. New-car dealers are invited to become members of the 
local association, and upon taking membership they agree to accept the 
N.A.D.A. Official Used^Car Guide prices as the top allov^ance to be 
granted on cars offered in trade. Any dealer who deviates from this 
policy is subject to a fine of $25 for the first offense, and fines increase 
to $100 for the fourth and subsequent violations. The fifth offense is 
suj 05 cient reason for cancellation of membership in the local association; 
failure to pay fines levied by the association also brings dismissal 
from the group, and the offending dealer becomes known as an “out- 
law.” When a dealer reaches this standing, members of the association 
center their attention on taking away from him each of his prospective 
deals by offering higher trade-in allowances to his customers. Any 
losses suffered by an association member from this cause are borne 
by the association’s treasury. Also, members are expected to sever all 
relations within the following ten days with any bank, finance company 
or investment company with which the outlaw is doing business.^® 

In March, 1938, the National Automobile Dealers Association 
Bulletin reported that the plan was still in operation in Muskegon, and 
that, through the control of used-car allowances, a saving of as much 
as $11,700 on the sale of 289 new cars had been effected. Dealers in 
Muskegon reported savings of $25 to $40 per car, and indicated that 
they had no trouble in netting 5 per cent on their turnover 

Some dealers dislike the plan because it is contrary to an individual- 
istic philosophy of doing business. The manufacturers view it with 
suspicion for it limits used-car trade-iii allowances, and any such limit- 
ation reduces or retards new-car sales. Its successful operation is a chal- 
lenge, however, to dealers of other communities. 

The West Coast Plan — The second recent plan, the West Coast 
Plan, also has been the object of experiment. This scheme of control- 
ling used-car losses may be described as the central appraisal bureau 
plan. The bureau is financed and operated by an association of dealers 
for the purpose of receiving pertinent information relative to every 
appraisal of a used car offered in trade to a new-car dealer, and the 
information becomes a part of the ofScial record available to the mem- 
bers of the association. 

^National Automobile Dealers Association, Controlling Used Car Losses Through 
Cooperation (Detroit, Michigan, 1937), pp. 14-15. 

^ “How Muskegon Controls ‘Wild Trading^” National Automobile Dealers Associa- 
tion, Bulletin, March, 1938, p. 6. See also Federal Trade Commission Report, pp. 365-418. 
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Before quoting an appraisal on a trade-in offered by any prospective 
purchaser of a new car, all members of the association are required to 
telephone to the central appraisal bureau to ascertain whether a member 
has made a previous quotation. If an earlier offer is standing, there 
are four possible lines of action open to the inquiring member, depend- 
ing upon the rules of the particular association to which he belongs: 

(1) An allowance in excess of this figure may be prohibited to him; 

(2) a higher allowance may be offered, but it must be a sizeable in- 
crease, say $25, to avoid chiseling between members; (3) the dealer 
may be permitted to offer more than the first dealer but the first 
dealer must be notified of the new allowance and given an opportunity 
to meet it; (4) when dealers of one make of car are allotted certain 
exclusive areas, sales originating in their zones have preferential rights. 

These modifications of the central appraisal idea have been employed 
in many cities; in some areas, encompassing dealers of various makes, 
but, more frequently, including only the dealers who represent one 
common manufacturer. 

It is the general impression that the success of the plan has been 
limited where dealers representing various manufacturers have been 
included, for it is understandable that a dealer may be involved in 
a conflict of loyalty in which he is torn between the desire to sell more 
of his manufacturer’s cars and an effort to be loyal to cooperating 
dealers who represent makes of other manufacturers. 

The success of cooperating dealers of a common manufacturer may 
be exemplified by the efforts of Ford dealers in Chicago and of Buick 
dealers in Philadelphia. 

The Ford Motor Company, until the latter part of 1938, unofficially 
encouraged the local associations of Ford dealers to pursue a plan for 
central office appraisals, and, at the beginning of 1938, there were 18 
adoptions of the plan in operation. In Chicago, four variations of this 
plan were tried by Ford dealers and supported for over two and one- 
half years.^^ These central-office appraisal plans were of two basic 
types. One might be called a rigid price-fixing agreement, in which 
no dealer could allow more than the book value on appraisals unless 
he could prove the car was worth more. An appraisal, with details, 
would be telephoned immediately to the central bureau, and, to prove 
that the car had an excessive value, it had to be appraised by three other 

National Automobile Dealers Association, Controlling Used Car Losses Through Co- 
operation, pp. 5-14- 

The General Manager of the Chicago Automobile Trade Association, in conversation 
with the writer. May 20 , i939- 

^Ibid, 
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dealers. If the average appraisal price of these three dealers indicated 
that it was worth more, the higher valuation stood. 

The second method was the allowance of book value as a provi- 
sional maximum. Any other dealer must allow not less than $25 more 
than the first dealer. The purpose, of course, was to eliminate “chisel- 
ing.” 

After two and one-half years’ operation of these plans, the Ford 
Company became concerned about its sales volume and the maintenance 
of its relative sales position with respect to its competitors, and discour- 
aged the further use of these controls. 

Ford dealers in Chicago, however, have denied that the central 
appraisal bureaus reduced their new-car sales, and have presented the 
following statistics to support their contention. The Ford dealers in 
this area claimed to have sold 3.03 per cent of all new Fords registered 
throughout the country in the years 1936, 1937, and 1938, in contrast 
with 3.00 per cent in 1933, 1934, and 1935, and with 2.74 per cent in 
1930, 1931, and 1932. Further analysis showed that the loss in sales 
position in 1938 by this group of dealers was smaller than in other 
cities.^^ 

Another interesting variation of the central-appraisal-bureau plan 
is that practiced by the Buick dealers of Philadelphia. Their association, 
known as the Buick Dealers Association of the Philadelphia Metro- 
politan Zone, is composed of all Buick dealers located in Philadelphia 
County and in certain portions of Bucks, Montgomery, and Delaware 
counties. The association operates a competition-control plan, appar- 
ently with the sanction and cooperation of the manufacturer s sales 
representatives. 

The Philadelphia area is divided into multiple-dealer areas, a term 
applied to metropolitan areas where dealers are in keen competition 
with each other, and have exclusive sales territories. In each multiple- 
dealer area, every dealer is assigned an exclusive or semi-exclusive trade 
area, referred to by the manufacturer’s sales representative as “zone of 
influence.” 

When a trade-in is involved in a new-car deal, an appraisal blank, 
which necessitates a complete examination of the car, must be filled 
out. Before quoting the appraisal value to the customer, the dealer must 
telephone the association’s headquarters and report all details to ascer- 
tain whether or not a prior appraisal is on file. In recognition of the 
fact that the first dealer to file an appraisal has done most of the 
missionary work incidental to making a sale, it is agreed that when 

^ Motor t LXX (1938), December, 51, 
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the first dealer files his appraisal he shall be known as Dealer A; the 
second, as Dealer B; the third, as Dealer C, and so on. 

After an appraisal is filed with the association by Dealer A, the 
allowance made by Dealer B must be at least $15 than Dealer A s, 
Dealer C's, in turn, must be at least $25 less than Dealer A’s. Dealers 
D, E, and F may allow the same as Dealer C. This rule does not apply, 
however, when a dealer, who may be the second, third or later 
appraiser, values a car which is registered in his zone of influence. 
When this happens, the dealer can allow as much or more than Dealer 
A. 

Penalties for violation of the rules can amount to a fine equal to 
the gross profit allowed by Buick on the transaction. 

The Buick Dealers Association of the Philadelphia Metropolitan 
Zone is operating under this procedure at the present time.^® 

The success of any centrally-controlled appraisal plan, while primar- 
ily dependent upon the good faith of the dealers who cooperate under 
it, is determined, also, by the attitudes of the automobile manufacturers. 
The writer interviewed sales executives of the used-car divisions in 
the factories of Ford, Chevrolet, Dodge and Plymouth, Nash, and 
Hudson in the spring of 1939, and asked their opinions of central- 
appraisal bureaus. 

An executive of the Ford Motor Company pointed out that his 
company had been discouraging the adoption of such plans since the 
latter part of 1938. 

The manager of Used Vehicle Merchandising for Dodge and 
Plymouth cars stated: “These plans have never worked; invariably 
they collapse within sixty days.” To the question of whether or not 
they failed to work because of factory pressure, his response was, 
‘Factory pressure was not the cause of their downfall. . . . With such a 
system it is necessary to set used-car values at the point where the 
marginal or submarginal dealer can operate profitably. It penalizes 
the good dealer and is harmful to the public. No allowance is made for 
the varying merchandising skills of dealers; consequently, any arbitrary 
figure is unjust. During the NRA days, dealers kept used-car prices 
so low that frequently good dealers took a used car on consignment, 
and, after selling it, credited the proceeds to the buyer of the new car.’ 

The national retail-sales promotion manager for Chevrolet Division 
made the comment that he had no objection to them (central-appraisal 

Federal Trade Commission, op. ctU, pp. 377-382. ^ 

Other cooperative plans which did not achieve national prominence but were similar 
to those dealers* plans which have been described were known as: The Winona Plan, the 
Windsor Plan, the Troy Plan, and the Noyes Plan. 
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bureaus) but doubted if they could work satisfactorily. He believed 
that such plans subsidize the inefficient dealer. To support this belief, 
he said that new-car sales volume is important, and that Chevrolet 
dealers had made larger profits in 1936 than ever before, despite 
larger used-car losses. 

The above statement, although true, may be challenged on the 
ground that these profits for the dealer existed only because of factory- 
recommended accounting systems, and that if dealer accounting 
methods were used instead of those strongly recommended by the fac- 
tory, this statement could not be substantiated.^® 

The executives of the other companies, when interviewed, were of 
the opinion that central appraisal plans were not the solution of the 
dealers’ problem. 

Padding” of ISfew-Car Prices as a Measure to Offset Used-Car 
Losses — The average car owner with a car to trade in on the purchase 
of a new car is likely to have two misconceptions: First, he is usually 
under the impression that his particular car is worth more than the 
current market price, and consequently believes that he should get 
more; second, he is under the impression that the price of the new car 
quoted by the dealer has been established by the factory, and that all 
dealers operate with the same gross margin. 

Under these misconceptions, he sets forth to get the most he can 
for his car, and either ignores or gives but slight consideration to the 
most important element in the bargain; namely, the balance between 
his trade-in allowance and the price of the new car. To verify the 
existence of this typical consumer attitude, a dealer on the West Coast 
asked 50 recent purchasers of new cars two questions: (i) What was 
the list price of the new car you purchased.?; (2) What price did you 
receive for the car you traded in.? 

Only 3 of the 50 remembered the exact retail delivered price of 
their new car, but 48 remembered the trade-in allowance they had 
received for their old car.^’’ 

The prevalence of this consumer attitude has prompted local dealers 
of a specific make of car to agree occasionally to raise their new-car 
prices above the sum of the list price plus freight and service charges. 
However, dealers have not been solely to blame for this practice. Now 
and then, a manufacturer, sensing the possibility of increasing sales 
in certain local areas through this device, has encouraged his dealers to 
adopt this practice. 

Mr. Edward Payton, national consultant in sales and sales management for automo- 
bile dealers, Cleveland, Ohio, in conversation with the writer. 

” Motor, LXXI (1939), May, 38. 
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This ruse probably was employed most extensively in 1938 and 
1939. The used-car sales manager of one of the “Big Three” expressed 
his dislike of the scheme, and was exceedingly bitter towards one of 
his major competitors who had permitted his dealers on the West 
Coast to raise new-car prices as much as $85 over the normal retail 
delivered price.^® 

The sales manager in charge of the used cars of the Hudson Motor 
Company admitted that the practice was prevalent, but countered with 
the reply that, “If competitors adopt such practices, one must adopt 
similar measures in self-protection.”^® 

Since consumers are influenced by trade-in allowances, the competi- 
tive advantage to the dealers who pad the retail price of new cars is 
easily discernible. To illustrate this more concretely, the assumption 
may be made that two makes of cars are in the $1,000 class. The price 
on one make is raised to $1,050. The customer has his car appraised by 
dealers of the two makes and finds that, on the $1,000 car, he can 
obtain a $200 allowance, while on the $1,050 car he gets $250. Falsely, 
he assumes that the $1,050 car must be a better car since its price is 
higher, and, since the balance which he has to pay is the same, he 
naturally leans towards the purchase of the $1,050 car. 

With the opening of the 1940 season, General Motors Corporation 
and the Packard Motor Car Company sponsored a plan which requires 
their dealers to attach an invoice to each car showing a complete 
breakdown of the charges— the factory retail price, transportation 
charges, service charges, and taxes. By this method manufacturers are 
endeavoring to keep the prices of their cars at the point where they 
want them. It is a gesture towards consumer protection, but no one 
would deny that it is also a measure of self-protection for the manu- 
facturers. In commendation of this practice, the vice-president in charge 
of sales for General Motors Corporation stated: “This policy marks a 
step in new-car merchandising which some day will be looked upon 
as being as significant as the decision of John Wanamaker to put price 
tags on all his merchandise.”®® 

Naturally, the dealers’ reactions to this policy are not openly 
expressed. Their comment is that, “it will be all right if all manufac- 
turers adopt a similar policy, but, behind the scene, they can point out 
that the manufacturers can set their prices to insure a profit while the 
dealers’ markup is limited by the manufacturers.” 

^ Sales Manager, Dodge Division, May 10, 1939. 

Intervie'w, Detroit, Mich., May 9, i939- 

^ Automonve Industries, LXXXI (i939)> October 15, 455- 
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Another example o£ padding may sometimes be found in excessive 
charges for making out sales papers for new cars. Some dealers have 
picked up a few extra dollars on the sale of new cars in this fashion. 
While a small amount per car, such petty chiseling has permitted an 
extra $5 allowance on a trade-in, which may have turned the sale. 

Financing reserves, rebates, packs, and excessive insurance charges 
have been other sources of considerable income to dealers. These are 
discussed at length in the chapter relating to the financing of used 
cars.®^ The extent to which these practices have grown has resulted 
in investigations by manufacturers, state commissions, and the Federal 
Department of Justice. 

Joint Efforts of Dealers and Manufacturers 

]un\tng — By 1925, the question of market saturation was coming to 
the forefront as a major point of discussion. The rising ratio of used 
cars sold to new cars sold was disturbing to dealers, and focused the 
attention of the automobile industry on the six-, seven-, and eight-year- 
old cars which were repeatedly re-entering the used-car market. 

As one writer ably put it, “We have found that our train of gears, 
‘production,’ ‘sales,’ and ‘consumption’ meshes a fourth gear, ‘disposal.’ 
We have been leaving the lubrication of that gear to dealers. The 
school of thought that recognizes this as a part of the ‘machine’ believe 
it quite as justifiable to lubricate this gear with ‘bounty’ as to lubricate 
the sales gear with ‘advertising’ and include it as a part of the cost of 
doing business, in the sales price.”^^ 

The Chevrolet Division of General Motors Corporation inaugur- 
ated a junking policy for its dealers about 1925.^® Under this plan, the 
Chevrolet Division added $5 to the price of new cars, and allowed the 
dealer a rebate of $25 to apply on a junk car when five new cars had 
been purchased. The entire car was to be junked, and parts were not 
to be salvaged. The ratio of five to one was based on the assumption 
that, on the average, one junker would be involved in the sale of every 
five new cars. 

Shortly after the introduction of the plan, the Ford Motor Company 
offered its dealers $20 for junk cars delivered to the Ford River Rouge 
plant where the company operates an excellent salvage department, 

^See Chapter XII, “Retail Sales Financing of Automobiles.*’ 

Letter from Mr. Harry Cobleigh, Manager, Service and Engineering Department, 
Automobile Manufacturers Association, New York, to Mr. A. N. Benson, General Man- 
ager, National AutomobHc Dealers Asso^tion, Detroit, Michigan, April i, 1938. 

Federal Trade Commission, cp. cit,, p. 92. 
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sorting out every usable part and reducing the remainder to scrap 
metal. 

On December 24, 1929, a used-car junking plan, known as The 
Highway Safety Plan, was proposed by the National Automobile 
Chamber of Commerce. The purposes of the plan were 

1. To remove unfit, unsafe cars from the highways. 

2. To do this by inducing “dealers to scrap and scrappers to deal,” by 
providing a subsidy to cover the differential between what car dealers 
are willing to take and what scrap dealers are willing to pay for an 
old car. 

3. By encouraging trading between car dealers and bona fide scrap 
merchants, to: 

(a) Reduce the business of small junk dealers in second-hand cars 
and parts that is prolonging the unsafe use o£ old cars. 

(b) Re-utiiize the useful materials in old cars now wasted by small 
junk dealers who cannot profitably handle the baser metals. 

(c) Reduce the nuisance of abandoned car remains in vacant lots 

and on lonely roadsides. 

4. To relieve the dealer’s used-car problem by assuming most of the 
loss in unsalable cars so that he may remove them, save storage ex- 
pense, and concentrate selling efforts on the better used cars. 

5. To increase the sales of cars by: 

(a) Making more people desire to drive when roads are safer and 
scenery more attractive. 

(b) Enlarging the replacement market.®^ 

These purposes, as set forth, reveal three basic objectives; (i) to 
eliminate some 40,000 annual automobile fatalities; (2) to stimulate 
new-car sales; and (3) to subsidize the dealers in order to reduce used- 
car losses. 

This plan differed only slightly from the Chevrolet plan. The 
junking allowance made by the manufacturer to the dealer varied from 
$25 to $40, but was not to exceed i per cent of the list price of the new 
car. The amotint to be added to the new-car price to provide this fund 
was left to the individual manufacturer. 

Like the Chevrolet plan, it provided for the complete demolition 
of a junked car without the salvaging of any part, to the end that, not 
only would a junker be eliminated from circulation in trade, but that 
sales of new parts for used cars would be stimulated as well. 

Coincident with this national junking plan of the National Auto- 

** Ihtd., p. 94. 

*** By 1931? tbe following organizations had adopted the plan: Buick, Chevrolet, 
Chrysler, DeSoto, Dodge, Ford, Graham, Hupmobile, Cadillac, Marquette, Nash, Oakland, 
Oldsmobile, LaSalle, Plymouth, Pontiac, Studebaker, Stutz, Viking, and Wdlys-Ovcrland, 
Automotive Industries ^ LXIV (1931), April ii, 605. 
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mobile Chamber of Commerce in 1930, a plan devised and put into 
operation in Cleveland, Ohio, was given national recognition.^® 

The Cleveland (Ohio) Automobile Manufacturers and Dealers Asso- 
ciation has completed arrangements with a local salvage company to pur- 
chase all of the “J^her” automobiles from the Cleveland dealers on an 
exclusive contract basis. The details provide for a fair purchase price to 
the dealers with a bonded guarantee that no complete cars or parts thereof 
shall be sold by the salvage company except as scrap.®^ 

The benefits claimed under the Cleveland plan were: (i) The dis- 
posal problem would be met and junkers would be cleared from display 
rooms and display lots; (2) volume scrapping would insure higher 
junk prices for the dealers; (3) it should put an end to “junker- 
repeater” losses for the dealers — cars which dealers have sold to junk 
yards only to find that they have been reconditioned and re-appeared 
as trade-ins; (4) no parts were to be salvaged in the hope that the 
destruction of used parts would increase new-parts business.®® 

The Cleveland experience was enlightening. The handling costs 
of the junk yard were approximately equal to the sales price of the 
scrap plus what was paid to the dealers for the junkers. From this 
experience, it was found that junk yards could profit from the handling 
of junkers only if used parts could be salvaged and sold. Furthermore, 
it was discovered that the destruction of parts of cars which were four 
or more years old was not good economy, for dealers found that it 
was not profitable to carry new parts for such old items in inventory. 

Hence, after the Cleveland experiment, the Highway Safety Plan 
was revised as of October 31, 1932. The new plan provided for the 
authorization of salvage yards by the National Automobile Chamber of 
Commerce upon the recommendation of local dealers. Such yards 
would be permitted to junk cars, and to salvage used parts, provided 
they abided by the rules and regulations of the association. 

The original plan called for factory supervision of the junking of 
cars, and this, frequently, had delayed the junking process and piled 
up costs. The new plan provided that the salvage yard would issue 
three certificates: one to be forwarded to the National Automobile 
Chamber of Commerce; one to the manufacturer; and one to the 
dealer. The certificate contained information which would enable 

This is not the first reference to a junking plan sponsored by a local association of 
automobile dealers- In 1927, Kansas City dealers formed a $50,000 corporation for the 
purpose of junkmg 12,000 cars during the next year. AutotnoUve Xndmtnes, LVI (1927)* 

June 4, 880- , „ „ ^ o T t 

National Automobile Chamber of Commerce, Inc., Btdlettn No. Gi358, July 22, 
1930, as reported in Federal Trade Commission Report, p. 93. 

Ibid., p. g6. 
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the National Automobile Chamber o£ Commerce to determine whether 
the car had ever been turned over to a salvage yard before, and to 
avoid its reappearance as a junker. 

The plan, with ii6 salvage yards, was operated only one year — 

^ 933 '^® 

The revised plan failed to gain the support of Chrysler, Studebaker, 
Willys, and Dodge/® 

Then, in 1934, because the NRA Code for Dealers permitted the 
National Automobile Dealers Association to set prices on trade-ins, 
the remaining members argued that dealers no longer needed a junking 
bounty. However, a member of the staff of the National Automobile 
Manufacturers Association, Incorporated, stated: “That was the excuse, 
but my feeling is that the real reason was that General Motors was 
unwilling to continue practically alone in it, Chrysler and Ford not 
being participants.”^^ 

After the NRA Code had ceased to be regulatory in 1935, various 
attempts were made by dealers to have manufacturers again sponsor 
junking plans for the industry. As was pointed out. General Motors 
was the last to abandon the plan before the inauguration of the NRA; 
the Chevrolet Division was the first to revive the arrangements for 
junking by announcing the establishment of a $1,000,000 fund early in 
1936.*^ By February, 1936, Pontiac, Buick, Oldsmobile, LaSalle, and 
Cadillac also were supporting this activity.^® The program, however, 
was discontinued in the spring of 1936, and has never been renewed. 

Mr. Harry Coblcigh, in a memorandum written May 16, 1938, to 
Mr. Alfred Reeves, Vice President of the Automobile Manufacturers 
Association, advocated that new-car prices be raised to provide a junk- 
ing fund. Mr. Cobleigh supported this suggestion on the premise that 
the consumer has been conditioned to expect a liberal trade-in allow- 
ance for his used goods because merchandisers of electrical household 
equipment, such as radios, refrigerators, or sewing machines, often 
grant trade-in allowances, regardless of the condition of the used 
articles, and obviously in excess of their value. He questioned whether 
the consumer could be induced to accept the true value of his used car, 
and advocated that the automobile industry follow the practice of such 
merchandisers/^ 

Federal Trade Commission, op. cit., pp. 95 - 6 - 

Letter to the writer, December i6, 1938. 

Automotive Industries, LXXIV (1936), January 4, 2. 

** Ii>id., February 15, p. 210. 

Federal Trade Commission, op. dt., p. 99. 
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That the automobile industry should follow the practices of re- 
tailers of electrical household equipment, by packing new-car prices, 
seems a backward step based on opportunism rather than on sound 
merchandising — a step which would further reduce consumer confi- 
dence in automobile dealers. 

In May, 1939, several sales executives, in charge of used-car opera- 
tions of manufacturers, were asked by the writer to express their 
opinions of the junking plan as a solution of the used-car problem. One 
of the Assistant Sales Managers of the Chevrolet Motor Division wrote: 

If there can be an economic method found by which cars that should 
no longer be in service on our highways can be junked and eliminated, it 
would unquestionably be a sensible thing from the standpoint of safety. 
However, the economics of the problem are quite involved, i. e., when we 
ran a Junking Fund and allowed the dealer a credit of a certain amount 
— let us say $30 for every junker he disposed of — this immediately becarne 
known to the public and they immediately raised the appraisal price of their 
used cars and forced the dealer to pay this amount in higher appraisals. 
This then began to reflect itself not only on the junker cars but also on 
every used car the dealer traded in. I cite this case merely as an example 
of what happens in a practical operation when sometimes the idea is very 
good in theory.^® 

The Sales Manager in charge of Dodge and Plymouth used-car 
sales made the following comment: ‘"Junking plans have been sporad- 
ically tried by manufacturers when a concerted effort to sell new cars 
has been undertaken. The unintelligent dealer likes it for the manu- 
facturer reserves $10 for each new car he sells. This he happily gives 
away, and so motor sales are increased.” 

A representative of the Ford Motor Company tersely summarized 
his reaction to a junking-fund policy as follows: “Any junking fund 
that has been submitted to date has very little merit inasmuch as 
generally any such plan merely suggests larger discounts.” 

The merchandising manager of the Nash Motor Division and a 
representative of the Hudson Motor Company expressed similar 
opinions. 

Is Junking Justifiable? —The theory that junking stimulates used- 
and new-car sales by creating a scarcity of cars is debatable. In the dis- 
cussion of the demand for used cars in Chapter II, an analysis of the 
incomes of wage earners indicated that many who now own cars in the 
junker class would not be able to afford cars in a higher price classifi- 
cation, and if deprived of their present cars, would have to do without 
private transportation. To deprive these present owners of such 
Letter to the writer. May 25, 1939- 
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vehicles would have its effect on the petroleum, tire, parts, and acces- 
sories producers and distributors, and would make serious inroads on 
tax receipts. 

The best argument that can be found for a junking plan is that of 
increasing public safety. While this has been shouted from the house- 
tops, it closely resembles a politician’s flag-waving to hide the real issue. 
It is true that there are an appalling number of fatalities caused by 
traffic accidents each year. Anything which would prevent or reduce 
this terrible slaughter would be welcomed by the country, and there 
would be little tendency to quibble about the cost. 

Data collected and released by the Travelers Insurance Company do 
not bear out the contention that a large percentage of accidents are due 


Table 22 — Condition of Motor Vehicles Involved in 
Fatal and Non-fatal Accidents^ 1938 

(Source: Travelers Insurance Company, Les^ We Regret [Hartford, 1939]? P» 



Vehicles in Fatal 
Accidents 

Vehicles in Non-Fatal 
Accidents 


Number 

Per cent 

Number 

Per Cent 

In apparently good condition 

34,430 

92.4 

1,161,820 

95.2 

Brakes defective 

710 

1.9 

19,530 

1.6 

Steering mechanism defective 

220 

.6 

3,660 

.3 

Glaring headlights 

190 

'5 

2,440 

.2 

One or both headlights out. 

300 

.8 

6,100 

•5 

Tail-light out or obscured 

220 

.6 

4,880 

.4 

No chains (wet and slippery road). 

no 

-3 

4,880 

•4 

Other defects in equipment 

520 

1-4 

6,100 

.5 

Puncture or blowout 

440 

1.2 

8,550 

-7 

Miscellaneous 

no 

•3 

2,440 

.2 

Total 

37,250 

100. 

1,220,400 

100. 


to mechanical defects of cars. Table 32 shows the division between fatal 
and non-fatal accidents in 1938, and the percentage of accidents attrib- 
utable to defective automobiles. 

If the fatal and non-fatal accidents caused by defects are added 
together, they represent 4.9 per cent of all accidents. The nature of 
the defects listed does not permit them all to be arbitrarily attributed 
to older cars. In fact, there is adequate support for the statement that 
the cars of earlier years do not predominate in automobile accidents, 
when the number of cars in accidents are related to the number of cars 
of each year model registered. Table 23, based on data released by the 
Connecticut State Department of Motor Vehicles, compares accidents 
with the ages of cars, for Connecticut, during the first six months of 
1939. From the experience in Connecticut, it is seen that cars less than 
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five years old were involved in a higher ratio of accidents than were 
older cars; oddly enough, the oldest age group had the best record of 
all age groups. From these findings, little, if any, support can be found 
for junking under the guise of public safety.^® 


Table 23 — Cars Involved in All Motor Vehicle Accidents^ First 
Six Months, 1939, State of Connecticut 


(Source: Connecticut State Department of Motor Vehicles, Cars of Yester Years, 1939, P* 5 ) 


Model 

Year 

Number of 

Cars 

Registered 

Number of 

Cars m 

Accidents 

Ratio of 
Accidents to 
Registrations 

1930 and older 

93,543 

^ 1 
1,160 

Per Cent 

1.2 

1931 

42,505 

655 

1.5 

1933 

28,001 

552 

2.0 

1933 

36,310 

713 

2.0 

1934 

42,207 

994 

2.4 

1935 , 

45,279 

1,168 

2,098 

2.6 

1936 

67,189 

3.1 

1937 

75,600 

2,664 

3-5 

1938 

33,573 

1,381 

4.1 

1939 

39,411 

921 

2.3 

Total 

503,618 

12,306 



Average 

— 

— 

2.4 


The combined efforts of the automobile industry, with the assistance 
of governments, to control losses on used cars, and the efforts of dealers 
to secure legislative assistance through licensing acts and Fair Trade 
laws are discussed in Chapter VIII. 

^ This is further substantiated in a study made m Washington, D. C., for the first six 
months of 1935, in which similar results were obtained from an analysis of 5,321 acci- 
dents. Victor W. KiUick, Chief, Bureau of Statistics, Department of Motor Vehicles, Can 
We Build Automobiles to Keep Drivers Out of Trouble? (San Francisco, Calif., 1940), 
PP- 55 - 57 - 
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^HE BUYING OF USED CARS BY AUTOMOBILE DEALERS 

( continued ) 

Governmental Assistance in Limiting Used-Car Trade-In 
Allowances 

lational Recovery Act 

The severe depression of the early thirties found the automobile 
ealers most receptive to the National Industrial Recovery Act. Auto- 
lobile retailers were the first retailers to effect a code for their industry. 

The stated purpose of the code was that of “increasing employment, 
jtablishing fair and adequate wages, effecting necessary reduction of 
wking hours, improving standards of labor, and eliminating unfair 
ade practices to the end of rehabilitating the Motor Vehicle Retail 
rade and enabling it to do its part toward establishing that balance of 
ades which is necessary to the restoration and maintenance of the 
ighest practical degree of public welfare.”^ More specifically, pro- 
Lsions were included to maintain prices of new cars, parts, and acces- 
ses, and to regulate the resale of demonstrators. Since the basic 
roblem that dealers faced was that of the used car, detailed regulations 
ere provided to govern, directly or indirectly, allowances to be made 
>r used cars. 

The values of used cars for designated market areas were to be 
tablished through the National Automobile Dealers Association, 
hich was authorized to publish a guide book of prices for the retail 
[vision of the automobile industry. Information was to be collected 
om each section of the country and new prices released every 6o 
ays.^ Dealers were forbidden to accept in trade any used vehicle at an 
lowance price above the published value, from which a minimum 
Iling, handling, and reconditioning charge, computed according to a 
)ecified scale, had been deducted. 

The importance of the regulations relating to used-car prices was 
irticularly stressed by Mr. F. W. A. Vesper, General Manager of the 
National Automobile Dealers Association, and Chairman of the Na- 

^ NJR , A . Codes of Fair Compeuiton , Vol. I (1933), October 3, pp. 568-9. 

® The method of compiling these data is explained in Chapter IV. 
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tion Control Committee under the NRA, when he appealed to the 
dealers for support: 

W^ithout question the dominant idea in the operation of our Code 
revolves around the benefits to be obtained through the provisions of the 
Used Car Section. 

This is the keystone of our entire Code. Most of our problems center 
around it. strongly urge every dealer to concentrate upon the solution 
of this phase of our program above everything else. Do not permit less 
important problems at this time to sidetrack you from the big objective. 

During many years, including the period of the greatest depression 
this country has ever known, you have lived through all these problems. 
Now that your opportunity is here to eliminate for once and all this 
greatest of all evils in our industry, we are confident that every dealer will 
follow unhesitatingly. ^ « -r j 

As dealers you will progress more rapidly and soundly if you devote 
your entire attention to this single problem. It may be necessary to con- 
tinue for a time to put up with some of the many other problems in order 
to gain the desired result.® 

The automobile manufacturers watched the development of the 
retail code with some concern. They recognized the plight of the 
dealers who had been trying to cope with an uncontrolled situation in 
trade-ins, but they felt— and justifiably so— that severe reductions in 
used-car trade-in allowances would have serious repercussions on the 
volume of their new-car business. The following letter, under date of 
August 31, 1933, addressed to the National Automobile Dealers Asso- 
ciation by Mr. R. H. Grant of General Motors, Chairman of the Sales 
Managers’ Committee of the Automobile Manufacturers Association 
(National Automobile Chamber of Commerce), describes, in part, the 
reaction of the manufacturers: 

The National Automobile Chamber of Commerce committee believes 
that if the dealers of this country were to establish a policy of deducting 
20 per cent of the sales price from all used cars in determining the allow- 
ance that can be made for those cars, the volume of new car sales would be 
materially curtailed, and, simultaneously, of course, new-car production 
would decline. Looking at the matter from the dealers’ standpoint, we are 
afraid that if the code is as drastic in setting low used-car dilowances as 
the dealers have advocated, they will defeat their own purpose of making 
more profit because their volume will be reduced to the point where the 
loss of new-car revenue will overcome the benefit obtained from lower 
used-car losses. 

Used-car allowances which were fixed on this basis would be so far 
below the allowances that the public has been getting, and consequently 
so far below the allowances that they expect, that the public would stop 
buying in present quantities. A drastic reduction in used-car allowances is, 

® National Automobile Dealers Association, Bulletin, December ii, 1933. 
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of course, an equivalent to an increase in new-car prices. For this reason 
the National Automobile Chamber of Commerce committees do not feel 
that they can support any program which calls for an allowance price based 
on a deduction of 20 per cent from the average sales price of a used car. 

However, we do believe that the dealers’ code should take steps toward 
reducing used-car losses, and we are willing to support a 10 per cent de- 
duction from average used-car sales prices for the purpose of setting allow- 
ances. The committee believes, and all of its statistical studies indicate, 
that a 10 per cent deduction will be sufiEcient to bring about a tremendous 
reduction in dealer used-car losses, and yet at the same time will not mean 
so radical an increase in the cost of the automobile to the American public 
as to bring about a condition which would not only defeat the purpose of 
the code but the more fundamental purposes of the National Industrial 
Recovery Act as well.^ 

A year and a half later (January 23, 1935)5 Mr. Leon Henderson, 
Director of the Research Division of the NRA, reported to the Presi- 
dent of the United States that the Retailers’ Code and its maximum 
trade-in allowance-value provisions had received very little active sup- 
port from the manufacturers : 

A number of sales executives of the manufacturing plants have openly 
expressed themselves to the effect that the provision is unworkable and has 
broken down, but they have done nothing to help make it work or to sug- 
gest a substitute which will enable the dealer to operate at a profit. The 
welfare of the dealer is at best at the mercy of the manufacturer who makes 
changes as he wishes without full consideration of the effect on the dealer’s 
pocketbook.® 

Moreover, during the period when the code was in operation, the 
manufacturers did nothing to help curb violation of the code by 
dealers, because they felt that the restricted used-car allowance was re- 
tarding their new-car sales. The annual surveys of dealers’ operations, 
conducted by the National Automobile Dealers Association, revealed 
that losses by dealers on used cars were less in 1934 than ever before 
or since.® 

Dealers' Efforts to Continue NRA Benefits — When a decision of the 
United States Supreme Court invalidated the National Industrial Re- 
covery Act,’^ dealers immediately besieged the Congress of the United 
States and the President to effect some substitute 'plan which would 
restrict used-car allowances. 

On June 13, 1935, the National Automobile Dealers Association 
made a formal application to the Federal Trade Commission for a 

* Fedeial Trade Commission, op. cit., p. 56. 

® National Automobile Defers Association, Bulletin^ May i, 1935, p. 3. 

^ See Appendix B. 

^ A. L. A. Schechter Poultry Corp. v. United States, 295 U. S. 495. 
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trade-practice conference. The National Automobile Dealers Associa- 
tion proposed six rules for the industry; four of the six embodied price- 
fixing arrangements involving control of used-car trade-in allowances. 
Of these, the Commission disapproved. In the following year, Sep- 
tember i6, 1936, the Automotive Trade Association of Washington, 
D. C., made application to the Federal Trade Commission for a trade- 
practice conference on behalf of those engaged in the sale of motor 
vehicles and equipment in the District of Columbia and immediate 
trading area. The Commission refused this application, but advised 
that it would be pleased to consider an application for a nation-wide 
conference. 

On June 30, 1937, the National Automobile Dealers Association, 
on behalf of the nation’s automobile dealers, filed an application for a 
trade-practice conference. The conference was held April 26, 1938, at 
Detroit, Michigan, and at that time the industry adopted tentative trade- 
practice rules and submitted them to the Commission for approval. 
During the Detroit session dealers expressed the opinion that a fair 
trade code could be, at best, only partially successful if provisions were 
not made to control excessive used-car allowances. The Federal Trade 
Commission’s antipathy to price control provisions, based on the Anti- 
Trust laws, temporarily destroyed any hope that conditions might be 
alleviated through such procedure.® 

On February 19, 1940, the Federal Trade Commission released its 
Proposed Trade-Practice Rules for the Automobile Industry, and sched- 
uled hearings on the proposed rules for March 20, 1940, in Washington, 
D. C. For the third time, the Commission specifically forbade coop- 
erative efforts to limit used-car trade-in allowances. Its disapproval is 
expressed in Rule 26, which reads as follows; 

Rule 26 — Unlawful Conspiracies and Combinations to Fix or Control Prices, 
Suppress Competition, Restrain Trade or Create Monopoly: 

It is an unfair trade practice for any member of the industry, directly 
or indirectly, to enter into, or take part in, any unlawful combination, con- 
spiracy, agreement, understanding, concert of action or scheme between 
two or more members of the industry, or of any organization or group of 
persons or concerns,, (a) to fix, depress or control the prices which any 
member of the industry may allow or pay for used motor vehicles, or to 
fix, maintain, enhance or control the prices at which any member of the 
industry may sell motor vehicles either new or used; or (b) to otherwise 
suppress competition, restrain trade, or create monopoly.^ 

® “Dealers Want Used Car Control m Fair Trade Rules,” National Automobile Dealers 
Association, Bulletin, July, 1938, p. 2. 

* Federal Trade Commission, Proposed Trade Practice Rules for the Automobile In- 
dustry (Washington, D. C., February 19, 1940)* P- lo- 
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The present attitude of the Federal Trade Commission against co- 
operative control measures reflects not only the opposition of the Com- 
mission but the position taken today by the administrators of the 
United States Department of Justice. 

The Mar\eting Regulation for the German Automobile Industry 
In 1933, the same year that the industry and commerce of the United 
States were being regulated under the National Recovery Act, the 
German automobile industry was placed under state regulation. The 
German control, known as “The Marketing Regulation for the German 
Automobile Industry,”^® became a part of Germany’s system of regimen- 
tation, effectively binding every individual and firm in the industry 
A summary of the regulating provisions is presented on page 259 
of the Appendix. The similarity of this movement to that resulting 
in the Retailers’ Code under NRA is striking. The provision for 
handling old cars is explained by Director Dalchow as follows: 

In order to get rid of the international vocational inclination to disguise 
special advantages accorded to individual customers by intentionally or un- 
intentionally overvaluing old cars to be taken in part payment, it was laid 
down that all such cars without exception may not be accepted until they 
have been valued by one of the valuation ofl&ces of the D. A. T. and when 
the amount set off as part payment is not more than the value assessed by 
that office. 

The functioning of a central appraisal board for used cars is one of 
the basic principles of the plan. By 1936, there were 201 valuation 
offices established in the Reich, and during that year, 160,000 cars were 
appraised. The average appraisal value of the used cars was Rm. 1193 
as compared with the average new-car price of Rm. 2910,^® It is 
estimated that these central appraisal bureaus did reduce used-car 
losses, saving dealers Rm. 110,000,000, or 10 per cent on their used-car 

“The Marketing Regulation for the German Automobile Industry, Its Object, Con- 
tents and Success,” an address delivered and published by Director Dalchow, Manager of 
the German Automobile Trustee Company, Ltd., at the international meeting o£ the Auto- 
mobile Industry, Berlin, Germany, Febmary 21, 1937. 

“It IS not necessary to conceal the fact that the first start to obtain the signing of the 
Marketing Regulation in 1931 was a failure for lack of the necessary unanimity of all 
concerned, but it may be stated publicly and thankfully that the success of the second start 
IS to be ascribed solely to the unremitting educational work to develop the community 
feeling and commumty achievement among the entire nation to which our Fiihrer Adolf 
Hitler and the National -Socialist movement devoted themselves, so that in September, 
1933, a written appeal to the industrial, import and commercial firms numbering about 
3000 then domialed in Germany sufficed to make them deade, one and all, to join 
immediately and voluntarily in the commumty work of clearing up the market, so that 
the Marketing Regulation could then come into force with effect from the nth Novem- 
ber, 1933.” ibid., p. 5. 
p. 4. 
p. 7. 
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sales. Whether or not this saving completely eliminated losses on used 
cars is not disclosed, but a reasonable assumption is that it did. 

The question of whether or not consumers have suffered by such 
marketing regulations is answered by Director Dalchow, who stated 
that, between 1933 and 1936, the official index figures of the prices of 
new passenger cars had been reduced ii per cent, in spite of rising 
costs of raw materials and improved cars, more than offsetting the 
reduced used-car appraisals/^ If it can be assumed that these facts are 
accurate, consumers as well as dealers have profited from this form of 
marketing regulation. 

The Measures of English Control 

As early as 1914? the legality of price maintenance on automobiles 
was sustained by an English court. In London, on March 16, 1914? 
the Ford Motor Company won a suit against J, Armstrong, Piccadilly 
automobile agent, in the amount of $6,250, for selling cars to the 
British automobile owners’ combination at less than $750. This deci- 
sion established the right of the Ford Motor Company to fix a minimum 
price at which its automobiles might be sold in England. The Ford 
system of distributing cars provided for 1,000 sales districts, each agent 
receiving exclusive territorial rights. The Ford Motor Company con- 
tended that if cars were sold for less than the list price, the reputation 
of the Company and the car would be seriously damaged/® 

The attitude of the courts towards price maintenance, as illustrated 
by the verdict in favor of the Ford Motor Company, has permitted the 
automobile industry in England to develop controls on new-car prices 
and on trade-in allowances for used cars without governmental inter- 
ference — a practice approached in the United States only in the months 
of the NRA. 

In England, according to a report issued by the Motor Trade Asso- 
ciation, London, in June, 1938, the used-car-price guide is published 
under the direction of the Motor Trade Association, which includes 
as its members manufacturers and distributors as well as dealers. The 
National Used Car Price Boo\ furnishes the basis for a system of price 
maintenance with respect to used cars, and, indirectly, to new cars.^® 
This price book is the authority for values to be allowed on used cars 
of all makes and models taken in trade on the English market. It 

Ibid, * 

^The Automobile, XXX (1914), March 19, 662. 

“ It was pointed out in Chapter IV that the manufacturers in the United States have 
taken no part in the construction of guide books for used -car pnees, and that such com- 
pilations have served only as sources of market information. 
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contains quotations on models for five previous years, and information 
on methods of calculating allowances on earlier models. It is published 
each month, with revisions based upon returns received from hundreds 
of dealers in all parts of England and Wales as to prices obtained in 
the sales of used cars. 

Any dealer granting a trade-in allowance which exceeds the current 
used-car price-book values is subject to being black-Hsted by the Motor 
Trade Association in the same manner as if he sold a new car for cash 
at less than the manufacturer’s price. A black-listed dealer cannot 
obtain supplies of any kind, including new cars, from manufacturers 
who are members of the Motor Trade Association, and obviously, his 
business is brought to a close. 

In January, 1938, the Executive Committee of the Motor Trade 
Association appointed a commission to consider and report on the 
operation of the National Used Car Price Boo\. Its report, published 
in June, 1938,^’’ set forth certain findings to the effect that: 

1. The control of used-car prices through the National Used Car 
Price Boo\ was effective and sound. 

2. Published used-car prices were satisfactory for the low-priced 
and low-horsepower cars, but less satisfactory in the middle and 
high-priced fields. 

3. Due to a time lag in the release of information, published prices 
were, in general, somewhat too high for current values, 

4. The ratio of used cars sold to new cars sold was 2.5 to i (a ratio 
somewhat higher than that in the United States) . 

5. There was a tendency to regard the new car as the sole source 
of profit; an even break was the best to be hoped for in the 
sale of used cars. This attitude was considered to be unsound 
in the light of the high ratio of used cars sold to new cars sold. 

6. Since at least 90 per cent of new cars sold replace other cars, 
new- and used-car markets are interdependent, and it is an 
economic impossibility to force the new-car market, save at the 
expense of the other. 

7. The pubHc was aware of the book and they used it as a lever 
for obtaining maximum allowances.^® 

The recommendations of the Commission, resulting from this survey, 
included the following: 

Commission on the National Used Car Price Book, Report^ issued by the Motor 
Trade Association (London, England, 1938). 

Ibid,, pp. 2-5. 
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1. Allowance prices on used cars should, in so far as practical, 
reflect the use to which a car has been subjected. To base an 
allowance on mileage, however, is impossible, while valuation 
based on yearly models is unfair. Instead, the length of the 
car’s registration is the most practical and equitable method. 
The Commission recommended that values be published to 
reflect the difference between models released at the beginning 
of a model year and those in the latter half of the model year, 
at least for the first two years of the model’s existence. 

2. For cars offered in trade and not listed in the IN ational Used 
Car Price Boo\, dealers should be required to refer to the head- 
quarters of the Motor Trade Association for the basic value. 

3. The manufacturers should be compelled to relinquish their 
control of the Book. 

4. No basic book value should be published until the value of the 
car has fallen to or below ^^200. 

5. Book values as calculated are high, and fail to provide for re- 
conditioning and selling costs. They should be calculated on 
averaged reports and advertisements, and reduced as follows: 
For cars up to 4 years old, by 15 per cent of the original list 
price; for cars 5 to 6 years old, by 10 per cent of the original 
list price. In March, April, May, and June, the reductions should 
be only 12 per cent and 7.5 per cent, respectively. 

6. The book basic values thus obtained should be permitted to be 
increased up to a maximum value, arrived at in the manner de- 
scribed below (known as the plus allowance). The two vari- 
ables used to determine the plus allowance are: (i) the number 
of years of use, i.e., registration, of the car traded in; (2) the 
list price of the new car being purchased. 


Length of 
Registration 

I to 5 years 

6 years 

7 years 

8 years 

9 years 

ID or more years 


Base Price 

Book Basic Value 
2!4% of original list 

a it tf cc 

tt it ct 

«< cc it ti 

« 4C tC it 


Plus 

Allowance 

^ I for each complete 
of new car list price 
16/ for each complete ;^io 
of new car list price 
12/ “ “ 

8 / “ “ “ 

4/ “ “ “ 

No additions permitted. 


The following example illustrates an application of this schedule: 

A used 1936 Rover “10” Saloon is offered in trade. Book Basic Value 
is /109. A new similar model is listed at ^^255; therefore the maximum 
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permissible allowance would be £10^ plus ;^25 or £134^ Against a new 
Rover “16” listed at £360, the trade-in allowance could be increased by 
any amount up to ^^109 plus ^36 or ^145.^® 

The recommendations of the commission indicated that rigid 
allowances for used cars had certain serious drawbacks, and that sales 
of higher-priced new cars probably could be stimulated if trade-in 
allowances could be increased when the customer purchased a new car 
in a higher price classification. The commission argued that if a 
flexible policy, with definitely controlled limits, as illustrated, was made 
possible, sales efforts would be stimulated, and the motor industry 
would obtain a larger share of the expenditures of consumers. 

Whether or not the price control of used cars precipitated a break 
between manufacturers and dealers, the fact is that in July, 1938, in 
order to stimulate new-car sales, several manufacturers removed the 
established sales price from new cars, and, in effect, told dealers to sell 
them for what they could get. Several other manufacturers threatened 
to follow suit. The dealer members of the Motor Trade Association 
who had enforced used-car book allowances found that this action by 
the manufacturers nullified the advantages which accrued from the 
control of used-car allowances. Reasons for the revolt of the manu- 
facturers seem to have arisen out of desperation at reduced sales. 
Until recently, the British industry has been harassed by the dumping 
of German-made cars which speeded the market to a point of satura- 
tion.^® 

The unsettled conditions in the English automobile market prevent 
the passing of judgment on English efforts at price control. 

State Legislation 

State Licensing Acts 

Unable to effect price control through cooperative measures of 
dealers, or through joint action of dealers and manufacturers, various 
associations of dealers have turned towards state governments for con- 
trol through legislative channels. 

Today, in order to operate a motor-vehicle retail establishment in 
Wisconsin, Ohio, Nebraska, Iowa, and Minnesota, it is necessary to 
obtain a license from the proper state authority. These licenses must 
be renewed annually, and may be denied or revoked for various causes. 
A licensing and price control law, enacted in Pennsylvania, July i, 1937, 
was made inoperative by a decision of a Pennsylvania Common Pleas 
Court. Bills proposing to license motor-vehicle dealers were intro- 
pp. 7-16. 

“Price De-Control Jolts British Trade,** Automotive Industries, LXXIX (1938), July 
16. 77* 
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duced, but not enacted, at the 1938 legislative sessions in Illinois, Colo- 
rado, Kentucky, Rhode Island, Vermont, and Washington.^^ 

Prior to the licensing laws regulating the motor-vehicle trade, only 
three broad types of business licensing statutes existed: (i) licensing 
for revenue only, in states and municipalities which levy taxes for the 
privilege of doing business; (2) licensing for the protection of public 
health or safety, e.g., restaurants, barbershops, and professional practi- 
tioners, and the sale of firearms, explosives, narcotics, and liquor; and 
(3) licensing or chartering of utility services — ^power, light, gas, water, 
transportation, and communication — ^where public regulation accom- 
panies a grant of monopoly privileges or of rigidly restricted competi- 
tion.^^ While vending of automobiles may touch on some of these 
points, automobile-dealer licensing laws fail to fall into any of the 
above categories. 

The primary objectives of the licensing laws sponsored by dealers 
have been: (1) to restrain manufacturers in the establishment of new- 
car dealerships; and (2) to deprive dealers of the right to do business 
by withholding licenses from those dealers (a) who lack adequate 
financial resources, (b) who have followed questionable business prac- 
tices, (c) who are operating unprofitably, or (d) who grant excessive 
trade-in allowances. 

Excessive used-car allowances, or “wild trading,” is the business 
practice which dealers most often wish to eliminate. 

The Wisconsin Enactment — The Wisconsin law of 1935, which 
licensed motor-vehicle dealers, motor-vehicle salesmen, and sales finance 
companies, was the first state law to regulate the marketing of auto- 
mobiles. Revised in 1937/® it is the most comprehensive of all state 
licensing laws, and has been used by legislators of other states as a model. 

The Wisconsin law requires the licensing of manufacturers* repre- 
sentatives or branch sales establishments, of dealers, and of finance 
company operators, and provides protection to the consumer. Its 
primary objective is to eliminate price-cutting tactics which appear 
through the granting of excessive used-car allowances. This is accomp- 
lished by requiring dealers to open their books to the inspection of the 
Division of Consumer Credit in the Banking Commission, and to pre- 
pare “washout” sheets®^ for each of their transactions. 

References will be cited, tnfra, when specific enactments are discussed. 

“Motor Vehicle Dealer Licensmg Laws m Force November 15, 1938,” a survey pub- 
lished by the Automobile Manufacturers Associauon, New York, N. Y., p. i . 

Wisconsin Statutes, 1939, Section 218.01. 

The “washout*’ sheet is the means of determining the profit or loss on an original 
sales transaction involving a used-car trade-in. Not until the used car is sold may the 
profit or loss on the original transaction be determined. The sale of two or more used 
cars may be necessary before a dealer can determine whether the original transaction was 
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The Secretary for the Wisconsin Automobile Dealers Assodation 
has claimed the following results under the enforcement of the law; 

. . . Overallowances have been reduced from $75 to over a year 
ago. In concrete terms, this simply means that Wisconsin, which will $dl 
50,000 new cars this year, will save $50 per car, or two and one-half million 
dollars which they other^dse would have passed on to new-car purchasers.** 

Wisconsin has been fortunate in that, coupled with a well-devised 
enactment, it has had a superior personnel administering the law. Con- 
sequently, the dealers in that state have given the law and its admin- 
istrators hearty cooperation. Dealers in other states which have similar 
licensing provisions, if not opposed to them after a trial period, have 
been at best lukewarm in their approval.** 

Pennsylvania — An examination of the law passed in Pennsylvania 
in July, 1937, which was declared invalid,*^ shows that its provisions 
differed from those in the other states in that licensing was not to be 
directly regulatory but was to serve as the basis for a contemplated 
state-controlled appraisal bureau for used cars, similar to the German 
system of control. 

With respect to the used-car section of this law, trade surveys of 
used-car prices were to be made every thirty days by a conamission of 
five members appointed by the governor, and prices for used cars 
were to be established from these findings. Appraisers were to be 
authorized by the state upon payment of an annual license fee of {25, 
and it was to be their duty to evaluate every used car offdred in trade. 
Allowances were not to exceed the prices established, and deductions 
were to be made for reconditioning to make the vehicles safe for the 
highways. So important was this price-fixing provision that a rider 
was attached to the act, stipulating that if the price-fixing provision of 
the aa should be declared unconstitutional, the remainder of the act 
would become void.” 

Nebraska — Nebraska is the only one of the five states operating 
under a duller licensing law which has a provision specifically relating 
to excessive trade-in allowances. In the Nebraska law,” there is a pro- 

** Federal Trade Corntniarion, cit, p. 406. 

**Pbil]p Snuth, **Wluit Does Ijcenaing Yctu?** AtaomobUe Trade Journal, March, 
X939> P* Mr. Smith estimated that 90 per cent of the Wisoonsm d^eis favor the 
state lioenanff law. 

*^1136 Dauphm County Common Pleas Courts in handing down its decision, Novem- 
ber 15, 1938, based its condurions on the fdlowing reasoning: 'TE prices may be fixed for 
autotnolules, we see no reason why they may not be fixed for any of the cundinary neoes- 
nties of life.** The law was never enforced, and ex{Hred May 31, 1939- Automobile 
Pacts, December, 1938, 3. 

**Natmnal Au t omobile Dealers Association, Btdletm, July, X937» p. 4. 

** Compiled Statutes, 1939 Cumulative Snppleinent. 
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vision for local surveys of trade-in allowances to be made by the admin- 
istrator of the law, to determine whether any dealers have violated the 
regulations on excess allowances and discriminations between custom- 
ers. The surveys arc to be made at the request of 40 per cent of the 
dealers in a county. These surveys would establish a basis for future 
used-car allowances by dealers in the area. The law further provides 
against the following two forms of discrimination: 

Wilfully discriminating either direcdy or indirecdy in price between 
different purchasers of a commodity of like grade or quality when the 
effect of such discrimination may be to substantially lessen competition or 
tend to create a monopoly or to injure or destroy the business of competition. 

Wilfully discriminating in favor of one purchaser against another pur- 
chaser of a motor vehicle by contracting to furnish or furnishing services 
or facilities or allowing such discounts or rebates in connection with the 
sale or offering for sale of such motor vehicles purchased upon terms not 
accorded to all purchasers on proportionally equal terms. 

While the law is not an outright statement of price control, violators 
of the accepted price schedule may find it impossible to renew their 
annual licenses. Whether or not this law would be declared constitu- 
tional by the Nebraska courts, in light of the experience in Pennsyl- 
vania, is open to serious doubt. 

The manufacturers of automobiles, directly, and through their or- 
ganization, the Automobile Manufacturers Association, indirectly, have 
vigorously opposed all licensing legislation, and have sought to break 
down the operation of these laws in much the same manner as they 
did the Retailers’ Code under the National Recovery Act.®^ 

Whether these licensing laws will eventually prevail throughout 
the country depends upon the future relationship between automobile 
dealers and manufacturers. The current slogan of the manufacturers 
seems to be : Let’s resort to round-table discussions rather than to legis- 
lation. The dealers who are for the most part independently financed 
are open to this suggestion, for they, too, are opposed to governmental ' 
regulation, commonly referred to unfavorably as governmental regi- 
mentation. 

The uncertainty on the part of the dealer as to the path he should 
follow is illustrated by the action of dealers in Evanston, Illinois. At 
one of their meetings in the spring of 1939, 12 of the 16 members voted 

National Automobile Dealers Association, Bullettn, July, 1937. 

*^In conversation with the Executive Secretary of the American Finance Conference, 
Chicago, the writer learned that the A. M. A., one of the strongest trade associations 
in the country, has from 80 to 300 fieldmcn employed for propaganda purposes. 
Numerous paid articles are written to color licensing acts, and thousands of dollars are 
spent to break down licensing laws, and to put a stop to licensing activities. 
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to support a state licensing bill. Ten days later, another poll was taken, 
and 12 of the 15 present voted against such a plan. Such a shift of 
sentiment is quite common; a factory concession, a good week of sales, 
or some other significant factor readily shifts the opinion of dealers.®^ 

The year 1939 witnessed marked hberalization of dealers’ franchise 
agreements, and the inclusion of dealer representation in factory sales- 
policy-making bodies. If these steps tend to alleviate the difficulties, 
the pressure to enact legislation to protect dealers may be removed. 

Another factor which has definitely cooled the dealers’ attitude 
towards licensing is the unfavorable court decision which declared the 
Pennsylvania law unconstitutional. This is the only state law which 
provided for independent used-car appraisers, licensed by the state. If 
price maintenance is not possible under state and national constitutions, 
the desirability of licensing laws is lessened. Regimentation, such as 
that in Germany or England, loses its force if price-control measures 
cannot be obtained. 

Fair-Trade Laws and Unfair-Trade Laws Related to the 
Automobile Retail Trade 

That price cutting is rampant in the automobile trade is established. 
The question of whether or not this practice can be curbed under 
existing laws is frequently raised. 

Overallowances and discounts could be curtailed in several ways if 
automobile manufacturers desired to do so. Among these are: (i) 
through the ownership of retail outlets; (2) by selling on consignment; 
(3) by refusing to sell to dealers who cut prices.®® Except for the third 
measure, with which the Ford Motor Company experimented in 1925 
and then was forced by competition to abandon, none of these appeals 
to the manufacturers. 

The present status of price fixing in the United States is best set 
forth in the Supreme Court’s decision in the case of United States v. 
Trenton Potteries Company, The Court said: “It cannot be doubted 
that the Sherman Law and the judicial decisions interpreting it are 
based upon the assumption that the public interest is best protected 
from the evils of monopoly and price control by the maintenance of 
competition . . It went on to say that ‘fixed prices today through 
economic and business changes might be unreasonable tomorrow.’ 

In the case of Nebbia v. New Yor\^^ the United States Supreme 

^General Manager, Chicago Automobile Trade Association, in conversation with the 
writer, May 19, 1939. 

^Vniud States v, Colgate and Company , 250 U. S. 300 (1919). 

"“273 U. S. 39 ^ (1927)- 

“291 U. S. 502 (1934)- 
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Court considered as constitutional a New York statute which created 
a state milk control board, with authority to fix maximum and min- 
imum retail milk prices. The Court pointed out that the police powers 
of the state extended to the regulation of banking, insurance, profes- 
sions, employment agencies, building and zoning laws, pool and 
billiard rooms, sale of liquor, oleomargarine, and of interest charges 
under the usury laws. The Court concluded that price regulation 
did not differ from any other kind of regulation by the legislature, 
in exercise of the police power for the general welfare. From this, it 
appears that a state may pass price-fixing legislation in the same way 
that it enacts any other regulatory measure, as part of the police power 
when the welfare of the people requires it. 

While the Robinson-Patman Act, and similar state legislation, has 
sought to prevent discrimination between industrial buyers and buyers 
for resale, legislation in behalf of the consumer is still limited, and 
discriminations between consumers do exist. 

Summary and Conclusions 

Cooperative Efforts to Curb Excessive Trade-In Allowances — The 
cooperative efforts of dealers who represent one make of car to limit 
used-car allowances seldom seem to perpetuate themselves for more 
than a few months. There are numerous reasons for their failure. The 
doubtful legality of such efforts makes any contractual agreement 
among dealers unenforceable by court action. As far as the writer 
has been able to learn, none of these dealers* combinations was ever 
prosecuted by local or state governments or by the Federal Government, 
but the Federal Government’s outspoken opposition and the various 
state anti-trust laws are not conducive to creating dealer confidence in 
entering such agreements. 

Moreover, consumers learn of these agreements through shopping, 
from salesmen, and from dealers of competitive makes. The result is 
consumer antipathy towards the dealers who are operating collectively 
to limit trade-in allowances, and shortly thereafter the dealers are 
forced to abandon this procedure. 

Automobile manufacturers view with distrust their dealers’ limit- 
ing trade-in allowances, for competitors take advantage of the situa- 
tion and the manufacturer’s sales volume is reduced. 

Granting that the aforementioned causes have discouraged dealers 
from embarking on programs of allowance-control, or have reduced 
the effectiveness of such organized efforts, the essential reason for the 
failure of these plans has been the lack of a standard of used-car 
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values. The prices quoted in the Blue Boo\ and the N.A.D.A. Official 
Used Car Guide^^ furnish a good estimate of base prices, but varying 
local conditions and sales opportunities can temporarily reduce their 
effectiveness. For example, a differential of 25 per cent in used-car 
values existed between Philadelphia and Washington, D. C., in 1934, 
although both cities were included in one market area under the oper- 
ation of the NR A.®’’ 

Also, it can be successfully argued that fixing a maximum allowance- 
price works a hardship on certain dealers whose operating efficiency 
is above the average, or whose physical plant set-up and geographical 
location permit them to operate with smaller overhead and lower costs, 
which in turn could result in lower prices to the consumer. 

Legislative Efforts of Dealers to Curb Excessive Allowances — ^Legis- 
lative efforts of dealers have been directed along two lines: (i) to 
secure permissive legislation from federal or state governments to limit 
used-car allowances in a manner similar to that embodied in the 
NRA retailing code; and (2) to effect selective licensing of dealers. 

The first method has thrice been denied by the Federal Trade 
Commission, and the current philosophy of the Federal Government is 
opposed to such measures.^® The adverse ruling on the constitutionality 
of the Pennsylvania law, which endeavored to establish independent 
used-car appraisers and to force dealers to adhere to the appraised value 
when accepting a car in trade,®® gives dealers in other states little hope 
that similar legislation in their own states would suffer a better fate. 

It has been suggested that the Fair Trade laws enacted by the 
states could be applied to automobile retailing to eliminate price cut- 
ting. In the retailing of automobiles, price cutting is not achieved 
through a reduction in the* new-car price but through increasing the 
used-car allowance. Hence, the application of this law would involve 
establishing trade-in allowances for used cars, and permission to do 
this has been denied. 

The second legislative approach, that of restricting trade-in allow- 
ances through selective dealer licensing laws, is illustrated by the Wis- 
consin Licensing Act. Any dealer who fails to show a profit because of 
his practice of granting excessive used-car allowances may find it im- 
possible to renew his annual license. To enforce this act, the 
Wisconsin Banking Commission, under whose jurisdiction the admin- 

See Chapter IV. 

^Automotive Industries ^ LXXIV (1936), February 15, 228. 

^ See Chapter VH, ‘*The Buying of Used Cars by Automobile Dealers.’* 

^ See p. 133, supra. 
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istration o£ this act lies, requires that each dealer present an annual 
balance sheet, a profit and loss statement, and a “washout”^*^ sheet for 
each new-car sale. 

This law does not set arbitrary limits on used-car allowances, but 
compels dealers to maintain complete records as a device to curb exces- 
sive used-car allowances. 

If governmental control is necessary to insure intelligent competi- 
tion and to curb malpractices in automobile retailing, the Wisconsin 
act is adaptable to our present competitive system of business, and 
permits dealers to offer higher trade-in values i£ and when their oper- 
ating efficiency and their merchandising skill permit them to do so. 

The arbitrary control of used-car trade-in allowances has the same 
weakness as any other price-fixing program. The usual tendency is to 
peg the price at the point where the marginal and even sub-marginal 
dealers can operate with a profit. Such practices are prejudicial to the 
consumer’s interest.^^ 

The current developments in the automobile industry gradually may 
eliminate from consideration these reappearing plans to control used- 
car trade-in allowances. After forty years of rapid and turbulent growth 
the automobile industry is slowly maturing and stabihzing. Out of 
the hundreds of companies which attempted to manufacture passenger 
automobiles, only ii are producing today. Furthermore, 3 of these ii 
produced and sold more than 89 per cent of the passenger cars sold in 

The decreasing number of automobile manufacturers and the 
greater difficulty in securing responsible dealers — because men with 
capital are dubious of the future of automobile retailing — may be im- 
portant factors in bringing about greater integration of the industry, 
with a resulting effort to curtail used-car losses. The ‘‘Big Three” — 
Ford, Chrysler, and, in particular. General Motors — are expending an 
appreciable amount of effort to bring about sounder business opera- 
tions, not from an altruistic purpose but with a full realization that the 
manufacturers’ freedom from governmental bureaucratic control may 
depend largely upon profitable operations of their body of dealers. 

^ See p. 132, supra. 

*^Mr. Thomas B. Henry, President of the American Automobile Association, at the 
annual convention in Cleveland, 1938, said: **1136 motorists today are up against some 
practices that are not to their best interests — such things as secret, unlawful dealer com- 
bines as to used car allowances.” “Unlawful Dealer Combines Are Reported to F.T.C. bv 
A.Aj\.,” Motor, LXX (i93^)» December, 50. 

Computed from data presented in Automotive Industries, LXXXII (1940), March i, 

184. 



CHAPTER IX 


USED-CAR INVENTORIES OF DEALERS 

The Problem 

The more sagacious automobile dealers, like other good retail 
merchants, plan their new-car sales in anticipation o£ what they believe 
are their sales possibilities, by carefully estimating the number of 
different models in the various price classifications of the new cars 
they expect to sell. 

Few are the new-car dealers who give the same consideration to 
planning their stocks of used cars. They take used cars into their 
inventories indiscriminately, for the most part, without due attention 
to the immediate demand in their market areas. 

Two other factors which aggravate the problem of the dealers in 
handling their inventories of used cars are: (i) the increasing ratio 
of used cars sold to new cars sold; and (2) the seasonal lag between 
peaks of sales of new cars and the active demand for used cars. 

Some 'External Factors Which Aggravate the Problem 
of Used-Car Inventories 

Increasing Ratio of Used-Car Sales to 'New -Car Sales — In the dis- 
cussion of the demand for used cars^ it was pointed out that the ratio 
of used cars sold to new cars sold had increased from 58.7 per cent in 
1919, to 128.6 per cent in 1929, and to 201.0 per cent in 1938. 

During the decade 1920 to 1930, when automobile dealers were 
becoming concerned over the number of used cars which they were 
forced to add to their stocks, and the increasing per cent of their 
working capital which was being tied up in used-car stocks, the manu- 
facturers found it relatively easy to secure additional dealers who had 
the capital necessary to market new cars and carry an inventory of 
used cars. Since 1930, manufacturers have found it increasingly diffi- 
cult to attract men with capital into the business of retailing auto- 
mobiles. The continuing rise in the ratio of used-car sales to new-car 
sales and the counter trend of fewer new dealers and less capital 

^ See Chapter II, Table 3. 
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monthly distribution of new-car sales, and, consequently, more even 
production schedules. New-car sales for the four-year period, 1935 
through 1938, were more evenly distributed by months and by quarters 
than in the previous four years (Table 24) . Prior to 1935, the industry 
had one pronounced sales peak — ^late winter and early spring; under 
the new policy, a fall peak, as well as a spring sales-peak, was created. 
The sales volume for new cars in the fall of the year is a result of 
two factors: (i) the desire of the consumer to enjoy the maximum 
of subjective value inherent in the possession of a new model; (2) 
the objective purpose of getting the full benefit of the first year’s 
depreciation by buying the new model as early as possible. 

Any attempt to show the percentage distribution by months for 
annual used-car sales must be based on data for local areas, since 
compilations of national used-car sales by months are not available. 
A comparison of the percentage distribution of new- and used-car sales 
in a local area may indicate the degree of uniformity in active sales 
periods for both classes of automobiles. Table 25 presents the com- 
parative distributions of new- and used-car sales for Cuyahoga County, 
Ohio (Cleveland), by months, for the years 1938 and 1939. Chart 4 
illustrates the shifts in the sales volume of new and used cars from 
month to month for 1938 and 1939. 

The table and chart following show a high degree of correlation 
between sales of new and used cars for the first five months of the 
year; from June until October, the monthly per cent of used cars 
exceeds slightly the monthly per cent of new ones, but with the advent 
of the new models in October, the monthly per cent of new-car sales 
rapidly increases for October, November, and December, while the 
per cent of used-car sales declines sharply. 

Extent of Used-Car Inventories 

Chart 5 shows the extent of dealers’ stocks of used cars since 1935. 
In January, 1935, used-car stocks in the hands of new-car dealers 
totaled 400,000 units, with an all-time high in used-car inventories being 
reached in January, 1938 — 800,000 units. This record-breaking inventory 
was attributable to several causes: (i) The years 1935, 1936, and 1937 
had constituted a short period in which the general price level had 
been rising; (2) enlarged inventories were not regarded unfavorably 
because prices were strengthening; and (3) by 1936 all large finance 
companies, with one exception, had launched into the financing of 
dealers’ new- and used-car inventories.® The sharp break in the business 

® Chapter XI, “History of Automobile-Sales Piuaucing,” discusses this trend at length. 
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Table 25 — Sales of New Cars and Estimated Sales of Used Cars 
BY Automobile Dealers in Cuyahoga County, Ohio, 

By Months, 1938 and 1939 


Year and Month 

New-Car Sales 

Used-Car Sales 

Ratio of Used Cars 
Sold to New Cars Sold 
(Per Cent ) 

Number 

Per Cent 
of Total 

Number 

Per Cent 
of Total 

1938 

21,256 





Total .... 

100 

47,475 

100 

2.2 

January .... 

901 

4.2 

3,312 

7.0 

3-7 

February . . . 

1,260 

5*9 

2,948 

6-2 

2.3 

March 

2,782 


6,150 

13.0 

2.2 

April 

2,316 

10 9 

4,954 

10.4 

2.1 

May 

2,039 

96 

4,062 

8-6 

2.0 

June 

1,670 

7*9 

4,276 

9.0 

2.6 

July 

1,374 

6.5 

4,270 

9.0 

3-1 

August 

1,406 

6.6 

3,S8o 

8.2 

2.8 

September . . 

625 

2.9 

3.238 

6.8 

5-2 

October .... 

L398 

6.6 

3*504 

7*4 

2.5 

November . . 

2,734 

129 

3,626 

76 

1-3 

December 

2,751 

12.9 

3,255 

6.9 

1.2 

Average . . 

1,771 

— 

3*956 

— 

— 

1939 



58,732 



Total 

34,274 : 

100. 

100. 

1.7 

January .... 

2,069 

6.0 

3,350 

5-5 

1 6 

February 

2,052 

6 0 1 

3,160 

5*4 

1.5 

March 

4,162 

I2.I 

7,246 

12.3 

1.7 

April 

3,457 

10 1 

5,747 i 

9-8 j 

1.7 

May 

3*691 

1 1.8 

5,918 

lO.I 

1.6 

June 

3,206 

9.4 

5,755 

9.8 ‘ 

1.8 

July 

2,662 

7.8 1 

5,190 

8.8 

1.9 

August 

2,303 

67 

5,012 

8.5 

2.2 

September , . 

1,662 

4.8 

3,870 

6.6 

3.3 

October .... 

2,838 

8.3 

4,940 

8.4 

1.7 

November . . 

2,854 

8.3 

4,509 

7-7 

1.6 

December . . 

3*318 

9-7 

4,135 

7.0 

1.2 

Average . . 

2,856 

— 

4,894 

— 

— 


Source: New-car sales for Cuyahoga County, which were obtained from the Cleveland 
Automobile Trade Assooationj could be used with adjustments. Total used-car trans- 
actions, obtained from the same source, amounted to 132,242 cars for 193^ 
163,598 cars for 1939; but these figures were far too inflated to be of any value 
without modification. They included: (i) Trade-ins — sales to dealers as part pay- 
ment on another car; (2) casual sales — ^sales between individuals; (3) issuance of 
Ohio certificates of title to former non-residents now registering their cars m Ohio. 

Since June, 1939, Cleveland Automotive Trade Association has reported each 
ten days the number of transactions under each classification. The expenence of 
the last seven months of 1939 indicates the relative division of sales as follows: 


“Type of Used-Car Sale 

Number 

Per Cent of Total 

Used-car sales by new-car dealers 

26,096 

27.4 


Used-car sales by used-car dealers 

8,131 

8.5 

35.9 

Used-car casual sales 

37,717 


39.6 

Used-car trade-ins by individuals to dealers 

23,289 


24.5 

Total 

95,233 


100, 


By taking 35.9 per cent (the per cent of used -car sales made by new- and used -car 
dealers) of the total monthly used -car-sales data obtained by the Cleveland Automotive 
Trade Association from the County Clerk’s ofiSce, the number of used cars sold by 
dealers each month can be estimated. 



Chart 4 — Sales of New Cars and Estimated Sales of Used Cars by 
Automobile Dealers in Cuyahoga County^ Ohio, 1938-1939 

(Source: Table 25) 

(Percentage Dtstributton of Annual Sales by Months) 



Chart 5 — Used-Car Stocks in Hands of New-Car Dealers, 


1935-1939 

(Source: Standard Statistics Company, Inc., “Business Trends and Projections,” Graphic 
Forecast Section, Revised to December 5, 1939, p. 52-) 

( First of Month) 

THOUSAND CARS THOUSAND CARS 



Note: High levels of purchasing power and the concentrated efforts in the used- 
car market Chrysler dealers during the period while that comimiy was closed by the 
strike caused used-car sales to rise sharply. Hence, used-car stocks were exceptionally low 
at the end of 1939, which was favorable to the outlook for sales of new cars (December. 
1939, used-car sto^, estimated). 
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upturn in September, 1937^ which affected most seriously wage earners 
earning $2,000 or less— from which group come used-car buyers — ^found 
dealers entering the fall and winter months with slow-moving used- 
car stocks, which were further augmented by the introduction and 
sale of the 1938 models of new cars in the fall of 1937. 

In December, 19395 used-car stocks were estimated to be slightly 
in excess of 400,000 units, ^ approximately one-half as large as those of 
January, 1938. This indicates that the situation has been improved, 
but still is not satisfactory from the point of view of either the dealers 
or the manufacturers. 

The large number of new-car sales in the fall of the year, which 
involve trade-ins in at least 90 per cent of the sales, accompanied by 
the seasonal decline in used-car sales, increases used-car inventories. 
The occurrence of swollen used-car inventories, at the time of least 
activity in used-car sales, and during the months when the warehous- 
ing problem is difficult and expensive to handle, has brought agitation 
from dealers for relief. The situation was so acute in the fall and 
winter of 1937 and 1938® that the dealers turned to their national 
organization for help; in the spring of i93®> the Board of Directors 
of the National Automobile Dealers Association adopted a resolution 
at the annual meeting of the association, addressed to manufacturers, 
requesting that the industry return to the practice of announcing new 
models as of the first of each year.® The reasons advanced by auto- 
mobile dealers in favor of the January date were as follows: (i) that 
the used-car burden caused by the fall announcement places a severe 
strain upon the financial resources of the dealer; (2) that they are 
unable to buy or trade in used cars at prices low enough to permit 
them to hold such cars 90 to 120 days and then recover their costs; 

(3) that a large portion of their sales following the introduction of 
new models is made to annual style buyers involving the acceptance 
of one-year-old cars, and that depreciation on these mounts rapidly; 

(4) that they are frequently compelled to wholesale their used cars 
during the winter months at sacrifice prices resulting in large losses; and 

(5) that the expense of warehousing and maintaining large used-car 
inventories requires a heavy investment in overhead, which also 
contributes to losses. 

No action being forthcoming, this request was repeated in a reso- 
lution approved by the dealers in the annual convention of the Na- 

* See Note, Chart 5. 

® See Tabic 24, supra. 

® National Automobile Dealers Assoaation, Bulletin, February, 1939, P- 2. 
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tional Automobile Dealers Association held in Washington, D. C., 
January, 1940/ 

There is little liklihood that the manufacturers will return to the 
introduction of new models at the beginning of the year. The fac- 
tories have secured production advantages from the earlier release of 
their new models, and have benefited automobile factory workers 
through this move. These two important advantages probably will 
preclude any return to the first of the year. 

The necessity for a solution of this problem, or for some measures 
to alleviate the difficulties experienced by dealers, has prompted manu- 
facturers to take steps in several directions, has focused the attention 
of local trade associations on remedies, and has stimulated dealers to 
experiment with means of controlling inventories. 

How THE Automobile Industry Has Attacked the Problem 
OF Dealers’ Used-Car Inventories 

Manufacturers' Efforts 

Information on Dealers' Stoc\s — Late in 1925, the general sales 
committee of General Motors Corporation discussed the subject of 
its dealers’ used-car inventories, and the minutes of its meeting 
recorded the handling of the following questions: 

Should reliable reports be obtained periodically from the dealers of their 
stocks of used cars? If so, what use should be made of such reports? 

It was generally agreed that such reports would be very desirable because 
they would afford a good index to the trend of the automobile demand. 
For example, if there were a business slump approaching, it would probably 
manifest itself through this data on used car stocks. 

It was pointed out, however, that such reports, to be of greatest value, 
should be supplemented by reports covering the movement of used cars at 
retail. It was agreed that all divisions should include, with their regular 
periodical reports, reports of used-car stocks on hand and sales of used cars 
during each period.® 

Subsequently, other manufacturers asked their dealers to supply 
similar information. At the present time, automobile manufacturers 
request their dealers to submit reports on used-car stocks and used-car 
sales every 7 or 10 days.® 

Since 1935, these reports have been assembled, and the composite 
data on used-car inventories for all manufacturers have been released 
by Standard Statistics Company, Incorporated.^® From this source it 

lbid.t February, 1^40, p. 6. 

® Federal Trade Cortmussion, op. cit.t pp. 215-6. 

® Automobile Facts, March, 1939, p- 12. 

^Business Trends and Projections. 
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is possible to obtain a national total o£ the number of used cars in the 
hands of new-car dealers from time to time. Chart 5 indicates the 
increasing regularity with which data are being made available. 

This information serves the manufacturers as an index of the sales 
activity in the used-car market and the readiness of the dealers to 
move new cars. A n example of the manner in which one manufac- 
turer — the Chevrolet Motor Division of General Motors Corporation 
— ^has employed these facts to the advantage of the dealer was described 
to the writer in the spring of 1939. In May of that year, the Chevrolet 
dealers throughout the country turned over their used-car inventories 
in 30 days, on the average. The sales department was working through 
its regional sales managers to increase the turnover of used cars to 
an average of once every 25 days.^^ 

Other Measures of Assistance — Vrioi to 1935, automobile manu- 
facturers limited their aid to offering counsel in management problems, 
and devising merchandising schemes such as the R and G Ford Plan, 
the OK Chevrolet Plan, and others.^^ Since 1935, manufacturers 
have broadened their attack on the dealers’ problem by preparing used- 
car merchandising manuals for their dealers, and allocating a portion 
of their total advertising appropriations to the national and local 
advertising of used cars.^® 

Efforts of Dealers’ Associations 

Information on Condition of Local Inventories — The dealers and 
the forward-looking trade association executives acknowledge that the 
trend of an increased ratio of used cars to new cars cannot be reversed, 
and they are of the opinion that there is slight likelihood of manufac- 
turers adjusting their new-car production schedules to ameliorate the 
problem of the dealers’ used-car inventories. 

A pioneering effort to supply current information on the activity 
in a local used-car market, and on used-car stocks, was made in 1936 
by the Washington (D. C.) Automotive Trade Association, which 
developed a system for monthly reports from its dealers to show the 

^Thc Assistant General Sales Manager in charge of used -car sales for the eastern 
half of the United States, in conversation with the writer, Detroit, May 9, 1939. It 
was not ascertained whether this turnover was unit volume or dollar volume, but the 
writer presumes that the unit turnover was being discussed. 

^See page 154, infra^ for a discussion of reconditioning plans. 

“Chevrolet Motor Division inaugurated this practice in 1936, followed shortly by 
Ford Motor Company and others. See Chapter X, p. 157, 

In 1928, CJeneral Motors engaged in national advertising of their dealers as quality 
used-car dealers, but soon withdrew this assistance. Federal Trade Commission, op. at., 
p. 219. 
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sales of used cars by make and model, and the remaining inventory of 
each make and model on hand at the end of each month/^ Since this 
plan has been functioning in Washington, four other local associations 
have furnished their dealers with such reports; namely, the associations 
in Chicago, Detroit, Kansas City, and Columbus (Ohio). 

The Chicago monthly report was inaugurated in February, 1939. 
These reports depend upon the voluntary cooperation of the new-car 
dealers and a few exclusive used-car dealers in Cook County. Each 
month, the cooperating dealers fill out a detailed report showing the 
make and model of each car in inventory at the close of the month. 
The first report included 207 dealers, the lowest number of dealers 
reporting in any month, and by February, 1940, 247 dealers filed 
reports for January, 1940. 

Table 26 is an example of the reports compiled by the Chicago 
Automobile Trade Association. It lists 23 different makes of cars and 
a 24th classification which includes makes and models no longer manu- 
factured. The number of cars sold during the previous month, Jan- 
uary, 1940, and the number of cars on hand February i, 1940, are 
given; special notice is directed to those makes of cars for which an 
excessive inventory seems to exist. The purpose of these notations is 
to indicate that the current asking prices for such makes and models 
are too high, and if the dealer plans to accept them in trade, he should 
do so only at a bargain price. 

Table 27, which is a composite of the 12 monthly reports from 
February, 1939, through January, 1940, furnishes a basis for arriving 
at the rate of turnover of the number of used cars handled, and an 
estimated rate of turnover of dealers’ capital invested in used cars. 

From the data presented, it is possible to compute the turnover in 
used cars for the year and for each of the 12 months, and the turnover 
of units for each of the model years. 

Used-car stocks turned over every 37.8 days, on the average, or a 
physical turnover of 9.5 times during the year. Further examination, 
however, reveals that cars six years old or older, representing 26.7 
per cent of all used cars sold, were turned every 23.1 days, while cars 
two years old, representing 18.0 per cent of the used-car sales, were 
turned every 504 days, thus remaining in the stock of dealers more 
than twice as long as the older cars. 

The range in rates of turnover for the various model years is most 
significant. As the car increases in age, its price declines, and it is 
more easily disposed of. Hence, its turnover increases. This fact is of 

American finance News, July 31, 1936, p. 3, 



Table 27 Used-Car Sales and Used-Car Inventories of Dealers in Cook County, Illinois, Reporting Monthly to the 
Chicago Automobile Trade Association, February, 1939, Through January, 1940, By Age of Cars 

(Source: Compiled from monthly reports published by Chicago Automobile Trade Association. See Table 26 for sample report.) 
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double import: (i) It indicates that the more active market is in the 
older and lower-priced cars; (2) it clearly points out that a measure 
o£ physical or unit turnover fails to reveal the turnover in the capital 
which dealers have invested in used-car stocks. 

The estimated turnover of funds absorbed by used-car stocks can 
be calculated. As pointed out in Chapter VII, the used-car inventories 
of new-car dealers represent merchandise purchased at approximately 
the full retail price of used cars; consequently, the sales price of used 
cars can be accepted as the cost of the merchandise for inventory. In 
Chapter V (Table 13), a percentage scale was developed for residual 
values in used cars one to six years old, based on selected classes of 
new-car prices. Since the scale for the lowest new-car price classifica- 
tion is applicable to approximately 60 per cent of all new-car sales, 
it best serves to weight the cars of the various model years by their 
relative values. The weights used, per cent of average new-car price 
remaining, by models of cars, were: 

Per Cent of 
Average 
"New -Car Pnce^ 

( Per Cent) 

60 

50 

40 
30 
22 


Car Age 
(Year) 


1 

2 

3 

4 

5 


7 or more 


17 

8 


By weighting the units in inventories in this manner, the turnover 
of used-car investments was calculated to be 43.7 days or 8.2 times 
annually, instead of 37.8 days or 9.5 times annually as indicated by 
the turnover of units. 

The physical turn is important, but the rate of turnover in the 
value of the dealers’ used-car inventories is of greater significance, 
because it indicates that the lagging or slow turnover of the higher- 
priced, recent models is the major stumbling block in sales, and 
impedes the turnover of the dealers’ used-car stocks. 


Efforts of Dealers 

A balanced inventory of used cars involves, besides a control of 
the quantity of used cars, a selection of those cars on the basis of the 
demand in the local market for certain makes, year models, and price 
classes. A detailed plan of stock control cannot be formulated without 
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^ving serious consideration to local preferences or prejudices expressed 
Dy consumers with reference to makes of cars. Moreover, the elas- 
ticity in sales of automobiles, both new and used, compels dealers to 
be particularly alert to changes in local business trends. 

Two methods exist by which the new-car dealer can attempt to 
achieve a balanced inventory of used cars: (i) by negotiating sales 
of new cars with his used-car-inventory needs in mind; (2) by selling 
and buying used cars in the wholesale market. 

Directing New-Car Sales towards Desirable Trade-ins — The 
degree to which a dealer’s business is profitable fluctuates directly with 
the ability of the dealer to dispose of his used-car stocks rapidly, with 
the least possible sales costs and loss through obsolescence. Hence, 
many new-car dealers are consciously guiding their new-car sales efforts 
towards deals which involve used cars that will strengthen their 
used-car inventories. 

A concise example of the use of a plan made by one dealer in 
Dodge and Plymouth cars, W. P. Hamblin, Incorporated, Providence, 
Rhode Island, shows the steps by which the cars needed to fill out 
the used-car inventory are added, while those too well stocked or not 
popular are guarded against. This dealer plans his new-car sales very 
carefully, and then systematically estimates his used-car inventory needs 
for each season of the year by basing it on the previous year’s demands, 
tempered by current market conditions. By directing new-car sales 
efforts into channels which will result in the kind of trade-ins he 
wants, he can apply the department-store principle of buying to the 
acquisition of his used-car stock. His new-car sales force is informed 
exactly of the cars which are wanted for the used-car department, 
and the prices at which these cars can be accepted. The dealer is 
‘‘open to buy” certain makes and models of used cars at a specified 
price. 

Chart 6 outlines this dealer’s planned inventory for the fall and 
winter of 1939-1940. It shows what the dealer has in stock on Sep- 
tember 27, 1939, and what he is open to buy. For each make and 
year model of car listed on the chart, three items of information are 
available. The “cash-value purchase price” and the maximum number 
of units of that make and model to be carried appear in the left half 
of each block; the number of tmits in inventory on September 27, 
1939, appear in ink in the right half of the block, and, in the instances 
where units in stock exceed the number of units scheduled, the figure 
in ink is circled as a warning- 



Chart 6 — Plan of Model Stock for Used Cars/ September 27, 1935 

PASSENGER CARS 

1940 Fall and Winder Stock Sheet Cash Purchase Value Prices 


Model 

Year 

Totol 

Dodge 

Plymouth 

Chevrolet 

Ford 

Miscel- 

laneous 




S535 


$510 



■ 


■ 



1939 

8 

0 

2 


2 



■ 


1 

\ 





$420 

i 

$385 


$385 



■ 



1938 

19 

7 

6 


6 

/ 

3 



1 

2 





$320 

1 

$285 



■ 


■ 



1937 

21 

i 

6 

S 

6 

2 


i 

H 

1 

3 

2 





m 

$215 



■ 


■ 



1936 

20 

6 


1 

6 

/ 


■ 

B 

1 

2 






■ 

$160 


$150 


$115 




1935 

13 

/3 

■ 

1 

3 

2 

3 

2 

1 


2 

© 





■ 

$ 85 


S 85 


$ 50 




1934 

9 

S 


1 

2 

/ 

1 


1 


2 

2 




$ 50 


$ 40 


$ 40 


$ 15 




1933 

9 

4 

3 


2 

/ 

1 

i 


1 


2 

3 




$ 15 


S 0 








1932 

5 

e 

2 


2 



/ 



1 

/ 

TOTAL 

104 

47 

32 

/s 

29 

3 

18 

9 

10 

3 

15 

/4 


(A) . Above cash, purchase value prices are for Deluxe four-door touring sedans in 
good average condition. Deduction must be made from above prices for reconditiomng 
if used car is below average good condition for its year. 

(B) . If used car is not a four-door touring, deduct from above prices the di'fference 
in finance value between the model traded and a Deluxe four-door touring as shown by 
the Boston Boo\. Roughly 15 per cent less for Coupe, 10 per cent for R. S. Coupes, 5 
per cent for Touring Coaches. Deduct $25 if model is not of the Deluxe line. 

(C) . If maximum number is in sto<i, deduct 10 per cent from above cash purchase 
value prices, 

(D) . To the cash purchase price as determined by (A), (B), and (C) above, 
add the following amount to obtain maximum allowance: 


// new car said ts 4-Door 2-Door RS-Coupe Bus. Coupe 

Dodge Deluxe $140 $130 $130 $115 

Dodge Special 130 120 . . 105 

Plymouth Deluxe 90 85 80 75 

Roadking 80 70 . . 60 


Also, may add 50 per cent of gross profit on radios and heaters installed on new cars. 
(E). The above appraisals represent the maximum allowance, and must not be 
exce^ed in any instance regardless of ill will towards competitor or good will towards 
customer. The caliber of salesmanship will be judged and salesmen’s bonuses paid on 
the extent of allowances which are less than the above maximum prices, 

* W. P. Hamblin, Incorporated, Providence, Rhode Island, September 27, 1939. 
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It shotiid be pointed out that the prices contained in the chart are 
cash-value prices. These prices and the instructions in paragraphs (A) 
to (E) guide the dealer towards the maintenance of a well-balanced 
inventory with respect to several makes of cars and to various model 
years. Several desirable results may be obtained: 

1. When the maximum number of cars is in stock, more cars may 
be added; but if so, they come in at a reduced price. 

2. Allowances on trade-ins vary according to the purchase price of 
the new car involved in the transaction. This provision is similar to 
the one proposed for the English motor trade in 1938.^® 

3. Maximum allowances are not necessarily average allowances be- 
cause bonuses are paid according to the amount by which allowances 
are below the maximum amounts permitted. 

In 1938, the Hamblin inventory schedule called for a maximum 
supply of 86 cars for the fall season in consideration of the depressed 
business conditions that year. This was increased to 104 for the fall 
of 1939 in anticipation of a more active automobile market. This dealer 
has been using the plan since 1937, and always with profit.^ ^ Also, the 
plan has been incorporated in Ae Payton Service. 

An earlier and less complex plan is that recommended by Mr. 
Paul G. Hoffman, president of the Studebaker Corporation. He advo- 
cates the limiting of used-car stocks to a maximum of 30 days’ supply, 
and suggests that signals be placed on cars as they enter a stock so 
that the length of time they are in the dealer’s inventory can be easily 
ascertained without reference to office records. Mr. Hoffman empha- 
sized the importance of a rapid turnover of all cars by estimating that 
the daily cost to a dealer of keeping each used car in stock is between 
$1-00 and $1,25.^® 

Wholesale Market Operations — It has been customary for new-car 
dealers to eliminate from their stocks either an excessive number of 
cars or cars in doubtful running condition, by wholesaling them to 
exclusive used-car dealers. This practice has had the blessing of the 
automobile manufacturers, for it has helped to liquidate the dealers’ 
inventories and has released money and sales effort for new cars. 

When the business recession of 1938 seriously curtailed the sales 
of new and used cars, distressed dealers disposed of their stocks of 
used cars in the wholesale market at attractive prices. Some new-car 

“ See Chapter VEI, p. 128. 

Edward Payton, in conversation with the writer. 

“Paul G. Hofhnan and James H. Greene, Marketing of Used Cars (New York, 
N. Y,, 1929), PP- i 55 ' 7 - 
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dealers took advantage o£ this situation to increase their used-car in- 
ventories at prices which would yield profits. The objections o£ the 
manu£acturers to this line o£ activity are voiced in a letter addressed 
to his field representatives by Mr. J. W. McLaughlin, Used-Car Man- 
ager o£ the Dodge Motor Division o£ the Chrysler Corporation. 

In an analysis o£ used car sales and stocks on July 8 (1938) it was shown 
that in 1938 Dodge dealers sold 2.22 used cars to each new car sold. In 
1936 and 1937 our experience showed that it took 1.6 used car sales to 
liquidate each new car trade. 

This indicates that our dealers in the first six months have sold 61,168 
more used cars than necessary to liquidate the new cars sold. This figure 
takes into account the inventory reduction accomplished, but no allow- 
ance is made £or a hypothetical increase in trading ratio necessary to 
liquidate in 1938. This would undoubtedly reduce the figure, but still 
leave it large enough to merit serious attention .... 

I£ the excess 60,000 used car sales made by our dealers in 1938 were 
devoted to liquidating new car sales, instead o£ bought used cars; then 
at a trading ratio o£ even two to one, they would have accounted for 
30,000 additional new Dodge or Plymouth sales. 

While this figure may not be exact, we are beyond doubt losing much 
business because dealers are looking elsewhere for profit than to the sale 
of new Dodge or Plymouth cars .... 

This type of operation almost invariably results in low new car performance. 
Dabbling in outside used car purchases has a very detrimental influence 
on a dealer’s appraisal policy in new car deals. If a used car sells for $500 
a dealer can seldom trade it for less than that figure from a customer, 
and he generally allows this amount cheerfully and makes a satisfactory 
profit on the deal, and incidentally builds future business and service 
profits. 

The purchase of a few of the same model at $350 or less, however, 
makes him critical of appraisals at the new car trading level, causes him to 
lose sight of the new car over-all picture, and soon his appraisals become 
non-competitive and he loses profitable new car business. He takes only 
such new car business as he can secure at low appraisals and depends 
on outside used car purchases and sales to make up the lost new car 
profits.^® 

Just how much credence can be given to this claim is open to 
question. Without doubt, new-car dealers continually augment 
their used-car stocks when exceptional buys present themselves, 
or when their stocks are depleted of certain popular models, but no 
evidence can be found that this is a regular practice among dealers. 

“ Secxired by the writer in an interview with Mr, McLaughlin, Detroit, Michigan, 
May, 1939. 
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The conflict between the interests of manufacturers and dealers is 
well illustrated in this letter. 

Reconditioning of Used Cars — Used cars accepted by a dealer as 
trade-ins can be divided into three classifications: (i) junkers — cars 
which can be sold only for their scrap value; (2) cars of an age and 
condition which do not warrant reconditioning expense and which 
are to be sold “as is”; (3) cars of an age and condition which warrant 
their being reconditioned. 

Cars earmarked for junking need no further consideration. Cars 
to be sold “as is” represent either cars four years old or older, whose 
current market values would not warrant much outlay for recondi- 
tioning, cars which are not popular in the local market, or newer 
models which have been badly abused and are of questionable value. 
These cars may be kept in stock and sold to consumers “as is,” or 
wholesaled to exclusive used-car dealers. 

The selection of cars to be reconditioned, however, requires the 
combined judgment of the service department and the used-car mer- 
chandising department. The service department is interested in the 
excellence of its work, and costs are a secondary consideration; the 
used-car merchandising department, in order to operate successfully, 
must weigh the reconditioning expense in the light of the car’s expected 
resale price. It is at this point that the dealer must determine his used- 
car policy. Shall he regard the sale of a used car as a non-repeating 
sale, without giving consideration to consumer goodwill, or shall he 
adopt a policy of creating goodwill in used-car consumers in the hope 
of prolonged patronage.^ 

Costs of Used-Car Reconditioning — Costs of used-car recondition- 
ing vary with the character of the used-car stock. New-car dealers who 
handle the higher-priced lines of new cars usually observe higher 
standards in the reconditioning of the better grade of used cars which 
they accept in trade.^^ 

In a survey conducted by the National Automobile Dealers Asso- 
ciation in 1935, dealers reported that they spent 8.5 per cent of their 
used-car sales receipts for reconditioning.^^ Ford dealers reported to the 
Ford Company that their average cost of reconditioning used cars 
was between $24 and $26 per car.^^ 

*®One Cleveland dealer stated in 1939 that he spent $39 per used car accepted in 
trade. 

National Automobile Dealers Association, Bulletin, February 25, 1935, p. 5. 

** Interview with the executive in charge of used-car sales, Ford Motor Company, 
Detroit, Michigan, May, 1939. 
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Manufacturers' Interest in 'Reconditioning of Used Cars — The in- 
terest shown by manufacturers in the problem of reconditioning might 
be referred to as “enlightened self-interest.” One of the major handi- 
caps in the selling of used cars is the consumers’ skeptical attitude 
towards these cars. The source of the continued demand for the 
product is the inability of two-thirds of the car owners to buy a new 
car. 

Collectively, manufacturers realize that dealers’ used-car inven- 
tories must be in a continual process of liquidation in order not to 
impair new-car sales. Individually, each manufacturer wishes to free 
his dealers’ capital so that they are in a better position than their com- 
petitors. Practically all manufacturers have developed merchandising 
campaigns for their own dealers’ reconditioned cars.^® The two most 
widely publicized plans are the Ford R and G plan and the OK plan of 
the Chevrolet Division. 

The Ford R and G Plan — Several years ago, the Ford Motor Com- 
pany inaugurated the slogan “Renewed and Guaranteed” for used 
cars. Its program is built around two objectives: (i) to improve the 
merchandising of used cars; and (2) to establish consumer confidence 
in the used cars handled by Ford dealers. Cars one to three years old 
which have been properly reconditioned are sold with a used-car pur- 
chase certificate which assures the buyer that: 

Dealer agrees, for a period of days^ after above 

delivery date, to refund the entire purchase price, including any trade-in 
accepted as part payment, or the allowance price thereof, if the trade-in 
has been sold, should the above described unit prove unsatisfactory. Dealer 
also agrees, to correct at dealer’s expense any mechanical condition, that 
may develop within 10 days after above delivery date, which might hinder 
the normal operation of the above described unit, provided this condition 
is not caused by accident, neglect or abuse, such mechanical corrections 
to be made in Dealer’s Service Department. 

Cars more than three years old are sold with used-car 50-50 guar- 
antee for 30 days, the customer to pay for 50 per cent of the labor 
and 50 per cent of the list price of material charges in case of 
mechanical defects. 

The effectiveness of this program in operation, however, rests with 
the fieldmen of the company, who are instructed to make periodic 
checks of dealers’ cars marked and G”; but dealers are not penalized 
for their failure to observe regulations. 

Examples are: “Gold Seal,” of Brnek; “Triple Safety Seal,” of Nash; Hudson’s 
**Personally Endorsed”; Chrysler’s “Moneyback”; “Dependable Seal,” of Dodge; Ford’s, 
“R and G”; “OK Chevrolet”; and Studcbaker’s, “Cer^ed Used Cars.” 

^ The number of days is to be filled in by ihc dealer — usually ten days. 
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Chevrolet OK or Red-Tag Plan — The Chevrolet reconditioning 
plan centers around the use o£ a red tag. Chevrolet dealers v^ho accept 
the plan receive a certificate of compliance prescribing the dealer’s 
requirements. Dealers who agree to recondition their used cars in 
the following manner may attach the tag to their reconditioned cars. 
Twenty major parts of the automobile must be checked and placed in 
good condition — ^radiator, motor, clutch, transmission, rear axle, steer- 
ing, brakes, starter, lighting, ignition, horn, battery, body, glass, fenders, 
finish, tires, upholstery, floor mats, and lubrication. This tag must be 
signed by the dealer. The tag is copyrighted both as to form and style. 
While the contents are not copyrighted, it would be practically im- 
possible for anyone to imitate the tag successfully. 

Periodic inspection of the dealer’s use of this program is made, 
and if serious violation is discovered, the permission to operate under 
this program can be withdrawn.^® A check on the opinions of several 
Cleveland dealers brought forth the feeling among salesmen and 
dealers that numerous dealers abused the plan, which reduced the 
effectiveness of the program, and that the factory was lax in its super- 
vision. The plans sponsored by other manufacturers are similar in 
intent and operation to the two plans just described. 

In the not-so-distant past, dealers were known to remedy noisy 
bushings with sand; a noisy transmission, with sawdust or oatmeal; 
and a rear-end hum, with cork. These flagrant instances of defrauding 
are not tolerated today, but practices which are only slightly less 
glaring, such as withholding the name of the previous owner of the 
car, or the fact that the car had been used for business or as a taxicab, 
and the tendency for practically all dealers to change the speedometer 
readings, indicate that deception is still prevalent. 

The control of inventory stocks and the reconditioning of used 
cars are but two steps in the profitable operation of a used-car depart- 
ment. The subsequent steps of advertising and selling the stock to 
the consumer are considered in Chapter X. 

“*The writer was unable to determine how many dealers, having been given this 
privilege, were ever suspended. 



CHAPTER X 


THE SALES PROMOTION OF USED AUTOMOBILES 

A study o£ the problem o£ sales promotion and selling o£ used ca 
involves an analysis o£ (i) the selection o£ locations £or sales outlet 
(2) display o£ merchandise, (3) policies in price marking, (4) adve 
rising media used, (5) the nature o£ advertising appeals, (6) adve 
rising costs, (7) the sales organizations, (8) the character o£ the sale 
effort, and (9) the compensation o£ salesmen. 

Sales Promotion and Selling of Used Cars By Dealers 

Location of Sales Outlets of ISfew- and Used^Car Dealers 

The problem o£ the location o£ an automobile sales agency withi 
a community varies with the size and character o£ the community 
and with the type o£ sales plan o£ the dealer. In the smaller con 
mxmities, a location reasonably well centralized, with adequate spac 
£or new- and used-car display rooms and for service facilities, is usuall 
satisfactory. Locations in the larger metropolitan areas are not deta 
mined so simply. In the early days of automobile retailing, after dealei 
had located their establishments in the hearts of the primary shoppin 
districts, the necessity of providing service facilities for consumer, 
and the advent of the practice of accepting used cars in trade, graduall 
pushed dealers to the edges of the primary shopping areas, or int 
secondary shopping areas.^ 

At the present time, when a new-car dealer chooses a location, h 
can usually follow one of two policies: (i) He can establish his r< 
tailing agency in one of the outlying shopping areas adjacent to th 
better residential districts; or (2) he can select an area which ha 
become known as an automobile row, that is, a block or so on a stree 
in which several automobile dealers already are doing business. Dealer 
who locate in oudying sectors are faced, generally, with the probler 
of reaching buyers for their older, cheaper used cars. Their alternative 
are: (i) the wholesaling of such cars, or (2) the establishing of 
separate used-car outlet in areas frequented by used-car buyers. Wher 
a separate sales outlet for used cars is maintained, it usually bears tb 
name of the new-car dealer, to capitalize on his prestige in full measure 
^ See Chapter I, p. i, 
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The choice o£ a site in automobile row ofiers the advantage of 
exposing both the dealer’s new- and used-car stocks to those who like 
to shop for used cars. Such a site has the advantage of maintaining 
new- and used-car stocks in the same location or in adjacent locations, 
with consequent ease in controlling operations. 

An analysis of the locations of new- and used-car dealers in Cleve- 
land, Ohio, indicates that certain streets or sectors of streets have be- 
come known as automobile rows. If the presence of five or more 
dealers within a few doors of one another may be regarded as an 
automobile row, ten such rows exist in Cleveland, and four of these 
rows have been developed on Cleveland’s main thoroughfare, Euclid 
Avenue, which runs east from the Public Square.^ 

This practice also prevails in other cities. In a count made by the 
Chicago Automobile Trade Association, which decided that six dealers 
constituted an automobile row, fourteen such centers of automobile 
retailing were revealed. Three of these rows are located on Michigan 
Boulevard, Chicago’s highly traveled thoroughfare.® 

Selection of Names for Used-Car Outlets 

New-car dealers have endeavored individually, through local trade 
associations and through factory-directed campaigns, to impress con- 
sumers with the belief that used cars purchased from new-car dealers 
represent safer and better values. Probably the most conclusive evidence 
of the success of this effort is the recent tendency for used-car dealers 
who have a big volume of sales to take a new-car franchise from a 
relatively unimportant automobile manufacturer, in order to claim the 
benefits accruing under this banner.^ Other used-car dealers have 
placed their used-car lots, unnamed, adjoining or near a new-car sales- 

® An analysis of dealers’ addresses showed the existence of the following rows: 

Street Location of Row Number of Dealers 


Euclid Avenue 

1900-2400 

(3 blocks) 

5 

Euclid Avenue 

4300—5200 

(2 blocks) 

9 

Euclid Avenue 

6500—7300 

(6 blocks) 

18 

Euclid Avenue 

13800-14400 

(6 blocks) 

6 

West 25th Street 

3100—4300 

(8 blocks) 

13 

Lorain Avenue 

10300— 11600 

(9 blocks) 

8 

Detroit Avenue 

I 1700-12400 

(4 blocks) 

6 

Broadway 

6800—8900 

(8 blocks) 

10 

Kinsman Avenue 

13700—15600 

(14 blocks) 

7 

St- Clair Avenue 

13600—14100 

(3 blocks) 

6 


® Chicago Automobile Trade Association, General Bulletin, No. 43, December 8, 1938. 
* The owner of The Big Store, one of the largest exclusive used-car establishments in 
Cleveland, Ohio, recently announced that he had taken on the Packard line, and he has 
since incorporated into his advertising the tactics of new-car dealers by advertising to 
the public the merits of dealing with a new-car dealer. 
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room to lead the public to believe that they are the used-car lots of 
new-car dealers,® 

It seems rather significant, however, that, with few exceptions (and 
these seem justifiable), new-car dealers use their names in designating 
their used-car outlets. 

Used-car dealers seldom use their personal names in connection 
with their outlets, preferring names that suggest quahty, a large selec- 
tion, or price advantages. Examples of names in these classifications 
chosen by Cleveland’s used-car dealers are: (i) Quality — “Bonded 
Motor Sales,” “Standard Motors”; (2) Quantity — “The Big Store,” 
“The Car Barn”; (3) Fnce — “Finance Auto Sales,” “Euclid Finance,” 
“Detroit Auto Sales,” “Michigan Auto Sales.” 

The term “finance” implies that the cars offered are repossessions 
to be sold at huge discounts, and the use of the names “Detroit” and 
“Michigan” capitalizes upon a popular misconception — that used cars 
can be imported from Detroit and Michigan at prices below the Cleve- 
land market, and thus offered at unusually attractive prices.® 

Sales-Promotion Practices by Cleveland Dealers 

The methods employed by 80 of the more important new- and 
used-car dealers in Cleveland, Ohio, in the promotion of used-par 
sales have been chosen to illustrate present practices of dealers in 
metropolitan areas. Questionnaires were placed in the hands of six 
classified advertising solicitors of used-car business employed by one 
of Cleveland’s largest newspapers. These questionnaires were filled 
out by the soHcitors during the course of their calls upon dealers in 
one week in the spring of 1939. Only those dealers who placed enough 
advertising to warrant regular calls from a solicitor were included. Of 
the 80 dealers thus surveyed, 70 were new-car dealers and 10 were 
exclusive used-car dealers. 

Display of Used-Car Merchandise — In displays of used cars, where 
the inventories of used cars are adequate, the newest and best-appearing 
cars occupy the first rows, the second-best are placed back of these, 
and the cars just above the junker class are placed at the rear. For 
the display of a daily special, numerous dealers have built one or two 
platforms in front of their displays for the purpose of featuring an 
outstanding bargain. 

®The Chicago Better Business Bureau has cited this action as an evidence o£ mal- 
practice of dealers. (Interview with the manager, Chicago Better Business Bureau, 
Chicago, Illinois, May 1939.) 

^Ibid, The Manager of the Chicago Better Business Bureau stated that, in order 
to employ the word “finance’’ in a name in Chicago, a sales outlet had to prove that 
at least 50 per cent of its sales were the result of repossessions. 
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An examination of the used-car displays of So Cleveland dealers 
(Question 5, Table 28) indicated that the displays of 58 dealers (72 
per cent) were satisfactory. The cars had been washed inside and 
out, fender and body dents had been removed, and the merchandise 
had been systematically arrayed. 

Price Marking of Used Cars — The dissimilarity between the price- 
marking policies in practically all important fields of retailing and 
those observed in the retailing of used cars is significant. Used cars 
are often displayed without price markings or specific details relating 
to the condition of the cars. 

The investigation of price-marking practices of the 80 dealers in 
Cleveland revealed that 36 dealers (45 per cent) printed the prices 
either on the windshields of the cars or on tags attached to the cars. 
Thirty-three dealers (41 per cent) pasted a code price-tag to the wind- 
shield or attached it to the steering wheel, and only the salesman 
who knew the code could decipher it. In outlets of ii dealers (14 
per cent), neither price-tag nor code-tag was in evidence. 

The usual practice of dealers in setting the asking price of a used 
car is to place it $25 to $50 higher than the dealer is willing to accept 
if no trade-in is involved. This added amount, then, permits a liberal 
trade-in allowance to the buyer, the average buyer being more con- 
cerned with what he will get for his car than the balance he must 
pay. For example, if a dealer wished to realize $350 on a used car, 
the price-tag or the price quoted to a prospective buyer would probably 
be $395. If a customer offered an undesirable car in trade, the price 
of $395 would be apt to stand. If, however, the car offered in trade 
could be sold quickly and easily, $375 might be the final price. If a 
trade-in were not involved in the deal, the purchaser might be able 
to obtain the car for $350. 

Late in 1939, another method of pricing used cars was practiced 
in the Cleveland area. A tag was placed on a car, calling for $7 down 
and a stated amount per month, but no information was given as 
to the number of months payments must be continued. Inquiries 
revealed that payments were scheduled to run from twelve to tweilty- 
two months. Presumably, the number of payments can be varied as 
trading conditions demand. 

Thoughtful consumers cannot help but lose what confidence they 
may have in the automobile business when such methods of pricing 
merchandise are used. On the other hand, the pressure to liquidate 
his used-car stocks in order to remain solvent has caused many a 
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1. Is salesroom or lot attractive P 
Is salesroom or lot unattractive? 
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dealer to follow these practices even though he would prefer forthright 
merchandising. 

Table 28 presents the appraisals of dealers made by the six used-car 
classified-advertising solicitors. The 7® new-car dealers represented 
the various automobile manufacturers. 

Frequency of Dealers' Use of Newspaper Advertising— Oi the 80 
dealers surveyed (Question i. Table 28), 27 or about one-third were 
reported to advertise daily; 30 (3^ cent) were shown to schedule 
their advertisements for certain days during each week; 23 (29 per 
cent) were said to advertise sporadically. 

Planning of Newspaper Advertising — To the question Is the ad- 
vertising carefully prepared and ready for you? the answers of the 
six classified-advertising salesmen, which may be somewhat biased, 
showed that only 21 dealers out of 80 (26 per cent) carefully prepared 
their advertisements ahead of time and had them ready to run. In 
the other 59 cases, the dealers relied upon the help of the solicitors. 
This may explain the similarity among used-car advertisements, and 
their usual lack of originality and color. 

Character of Newspaper Advertising — According to the opinions 
of the classified-advertising solicitors, 13 of these 80 dealers (16 per 
cent) generally resorted to bait advertising— advertising one or several 
cars at unusual prices which were out of line with the market, but 
failing to disclose a major defect — and using the advertisements to 
attract prospective customers whose interest might be diverted towards 
the purchase of other used cars in stock. 

Twenty of the 80 dealers advertised only old or hard-to-move stock, 
while 47 dealers consistently advertised cars which were representative 
of their stocks. 

In Chapter IV, “The Determining of Used-Automobile Values,” it 
was pointed out that 4,873 advertisements of used cars were studied to 
determine the relation of advertised prices to current market prices, 
and that advertised prices were shown to be considerably below the 
current retail sales prices of used cars.*^ The fact that 41 per cent of 
the 80 Cleveland dealers studied (33 dealers) either used bait adver- 
tising or advertised only stocks which were hard to move would seem 
to corroborate the findings in the earlier study, and affords a partial 
explanation for the difference. 

Integrity of Dealers — The six solicitors, all of whom had been 
soliciting the dealers for a year or more, were asked to rate each dealer 

See Chapter IV, Table 9. 
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by indicating whether or not they, the classified-advertising men, would 
be willing to buy a used car from the dealer. They replied in the 
affirmative for 55, or 79 per cent, of the dealers; for the 10 

used-car dealers, the responses were unanimously negative. 

Appeals Employed in Newspaper Advertising of Used Cars 

The five types of appeals prevailing in newspaper advertising may 
be described as: (i) bargain price; (2) quantity and variety; (3) 
low down payments and easy financing; (4) dependability of dealer; 
and (5) quality of cars. In the bargain appeal, “must sacrifice used 
cars,” “need cash,” “removal sale,” and certain trick phrases are fre- 
quently found. An example of a trick phrase is the meaningless 
statement, “savings up to $100.00.” 

The opportunity of viewing a large selection of cars of all makes 
and of all price classifications is elaborated upon by large, exclusive, 
used-car dealers, and by new-car dealers with ample stocks. One 
Cleveland dealer has advertised his showroom as a used-car depart- 
ment store.® Another dealer, handling used cars exclusively, has 
referred to his establishment as a supermarket for used cars, thereby 
stressing both the large supply and the low cost.® 

The appeal of a low down payment and easy financing terms has 
been a cooperative effort on the part of automobile dealers and finance 
companies. The dealers have been glad to reduce sales resistance by 
lowering the down payment and lengthening the period of time pay- 
ments, and the finance companies have been eager to increase their 
portfolios of profitable time-sales finance paper. 

Well-known and well-established dealers advertise the reputation 
and the reliability of their establishments. The tenor of their advertis- 
ing is: Buy with confidence from us; thousands of buyers have been 
well served by us; we will be here tomorrow to make restitution for 
any failure on our part. 

Dealers in Packards and Cadillacs and other high-priced cars 
utilize, to the fullest degree, the prestige of the new-car make which 
they represent. For example, the Packard dealer in Lakewood (a 
residential suburb of Cleveland) and the Cleveland Cadillac distributor 
devote the major portion of the newspaper space they buy for used 
cars to the names of the cars they represent; specific cars advertised 
appear in fine print below. 

The effectiveness of newspaper advertising in stimulating and 

*Ohio Buick. 

* The Car Bam. 
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creating used-car sales is discussed in Chapter XIII, which deals with 
the reactions of consumers to used cars. 

Control of Malpractices in Newspaper Advertising 
And Sales of Used Cars 

The better business bureaus have been the agency through which 
the automobile trade associations have attempted to protect the con- 
sumer against fraudulent advertising. The Chicago Automobile Trade 
Association pays into the Chicago Better Business Bureau’s treasury 
more than $3,000 annually for the policing of the trade.^® The Cleve- 
land Automotive Trade Association paid $4,000 annually for the same 
service until 1937. Since then, the annual contribution has been reduced 
to $1,200.^^ Advertisements are checked daily by the bureau, and sus- 
picious advertisements are shopped. If found inaccurate, the dealer 
is called to account. Through the cooperative assistance of the Cleve- 
land newspapers, the findings of the Cleveland Better Business Bureau 
are made effective; that is, if an advertiser persists in running untruth- 
ful advertisements, the newspapers accept the findings of the bureau 
and refuse to sell further advertising space to the dealer, unless the 
dealer can come to an understanding with the Bureau.’-^ 

The Chicago Tribune has gone a step further in the correction of 
questionable advertising of used cars. In 1939, it established the policy 
that 

Any automobile advertisement which quotes a price of less than 20% 
more than the average cash value as published by reliable authorities must 
be approved by the management before it will be inserted in the paper. 
It will not be approved until an investigation satisfies the management 
that the car is as represented by the advertisement. If the car is priced 
low because it has been wrecked or if there is anything else wrong with 
it that the buyer should know before purchase, such information must be 
made a part of the advertisement.^® 

Used-Car Advertising Costs 

Exclusive of the manufacturers’ used-car advertising costs, it is 
estimated that dealers spend between 3 per cent and 5 per cent of 
their used-car sales receipts for advertising.^^ 

Conversation with the General Manager of the Chicago Automobile Trade Associa- 
tion;, Chicago, Illinois, May 20, 1939. 

^This r^uction was necessitated by a weakened financial condition of the asso- 
ciation. Heavy losses which required curtailment of expenditures had been sustained in 
one of its annual new-automobile shows, 

^ Se€ Appendix D for “Standards for Used Car Classified Advertising” which are 
enforced by the Cleveland Better Business Bureau, 

“Reprinted in Automobile Merchants Association of New York Bulletin, 1939. 

“Edward Payton, national consultant in sales and management for automobile 
dealers, Cleveland, Ohio. 
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The estimated classified advertising of used cars in three Cleveland 
newspapers for 1939 totaled 1,367,252 lines, at an estimated cost of 
$353,160.^® Since the number of sales of used cars by dealers during 
1939 was estimated to be 58,732 for Cuyahoga County, Ohio,^® the 
average expenditure for each car sold was $5.75. Such an average, 
however, does not reflect the total cost to dealers of advertising used 
cars, for many dealers also resort to community advertising and use 
direct mail effectively. It does indicate, however, that if $200 is accepted 
as the average used-car price, approximately 3 per cent of the total 
used-car-sales receipts in the Cleveland market find their way into 
the coffers of the newspapers. 

Cooperative Efforts by Dealers to Promote Used-Car Sales 

Most cooperative efforts by dealers in marketing used cars have 
centered around used-car trade-in allowances, with emphasis on co- 
operative control of buying- Several different cooperative selling 
measures have been tried. Among them are: (i) cooperative owner- 
ship of a used-car sales corporation; (2) cooperative advertising efforts; 
and (3) cooperatively sponsored used-car shows. The first of these 
methods, cooperative ownership of a used-car sales outlet, was tried 
repeatedly before 1925, but never succeeded. An example of this kind 
of effort was described in the Appleby Plan.^'^ 

Cooperative Advertising — Cooperative advertising, or sales promo- 
tion of used cars by new-car dealers, has been practiced for some years. 
In some cities, it has centered around dealers who represent one 
manufacturer;^® in others, the dealers in the community have banded 
together to designate a week, or some similar period, as “used-car 
exchange week.”^® 

Used-car Shows — Used-car shows cooperatively staged by dealers 
have recently come to the attention of the trade. In 1939, and again 
in 1940, the Chicago Automobile Trade Association conducted such a 
show concurrently with the annual new-car show. At the 1940 show, 
dealers representing ii different makes of cars displayed 96 used cars. 

^Calculated from lineage and rates furnished to the wnter by The Cleveland Plain 
Dealer, The Cleveland Press, and The Cleveland News. These are the three English 
papers published in Cleveland daily. 

“ See Chapter DC, Table 25. 

See Chapter VII, p. 107. 

current example of this practice is that of the Chevrolet dealers in Cleveland, 
who are grouping their classified advertising together to benefit from the cumulative 
effect of Chevrolet advertising. 

’^The National Used-Car Exchange Week laid the foundation for this. Cleveland 
dealers have observed two annual local **used-car exchange weeks,” sponsored by the 
Cleveland Automotive Trade Association. 
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In order to be declared eligible for display, each car had to be subjected 
to a rigid inspection as to its mechanical fitness and its appearance, 
based on standards established by the Chicago Automobile Trade 
Association.^^ 

Used-car shows should have the backing of the entire industry. 
The establishment of standards of mechanical condition and appear- 
ance for eligibility to enter shows should encourage the raising of 
dealers’ standards of reconditioning. The development of better stand- 
ards should result in mcreased consumer confidence, and in more 
orderly used-car marketing. 

A review of automobile history brought to light the fact that used- 
car shows were held by dealers in Chicago, Illinois, in 1916, 1917? ^tid 
1918. In 1916, the Chicago used-car exhibition was held at the Coliseum 
from May 8 to May 15. Eighty dealers (95 per cent of the dealers in 
Chicago) were represented.^^ The writer found no record of the num- 
ber of sales made, either in units or in value. At the show held in 
1917, 219 used cars were sold for a total sales price of $177,045, an 
average of $808.42 per car. In 1918, again 219 cars were sold, but the 
total value had risen to $193,775, an average price of $884.81.^"^ Another 
used-car show was held in 1918, in Detroit, Michigan. Prom this time 
until their revival in Chicago in 1939, used-car shows either were not 
held or were not publicized in trade journals. 

Whether the current revival of the used-car show in Chicago will 
be continued, and whether other cities will try Chicago’s plan, time 
alone will tell. One factor which seems to be against its permanence 
or its widespread adoption is the lack of standardization in used cars. 
A used car on display cannot be duplicated. This fact makes a used- 
car show quite different from a new-car show, which permits the 
acceptance of orders based on the sample shown. The value of the 
used-car show lies in the publicity given to the used-car market, which 
stimulates current sales and builds consumer confidence in used cars. 
The failure of dealers to support this type of activity, because of lack 
of immediate return, would be shortsighted, but cooperative dealer 
activities seldom indicate a long-range point of view. 

Automobile Salesmen 

The estimates of the number of automobile salesmen employed by 
dealers vary widely. One writer estimated that, in 1937, dealers em- 

Used Car Forum, December, 1939, p. 10. 

^The Automobile, XXXIV (1916), Apnl 6, 647. 

®/fo‘<^.,XXXVin (1918), April II, 750. 
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ployed 190,000 salesmen. Another writer estimated that the number, 
in 1939, ranged between 88,000 and 132,000, an average of two or three 
salesmen per dealer, on the assumption that there were 44,000 dealers.^^ 
A figure lying somewhere between 88,000 and 132,000 seems to be the 
more reasonable estimate. 

Any estimate of the number of salesmen is difficult to make because 
the retailing of automobiles is a seasonal business. The enactment of 
state licensing laws for automobile salesmen will facilitate a count of 
salesmen in future years. 

Selection of Salesmen — Prior to the appointment of dealers, the 
automobile salesman was a direct representative of the manufacturer. 
Such salesmen not only needed the ability to sell, but, in addition, 
were supposed to be mechanics. With the standardizing of the product, 
its mechanical perfection, and its public acceptance, the qualifications 
of a successful automobile salesman have been altered as drastically 
as the machine he sells. 

Experience in automobile sales, a personal following composed of 
previous customers and friends, and the ability to close sales quickly at 
a profitable price have become the primary requisites for a salesman. 
Qualifications vary with the automobile market. In the selection of 
a salesman for the higher-priced automobiles, such as the Cadillac, 
LaSalle, Packard, and Lincoln, the salesman’s past selling record and 
his conneaions with a particular market are most important. Unit 
sales in this market are relatively few but the return on each is high; 
personal acquaintance and assurance of individual attention to the 
customer are essential. To handle the used cars taken in trade on 
these sales, a used-car department, housed in separate quarters with a 
special used-car sales staff, is common. It is also well-known in the 
trade that the higher-priced new cars involve proportionately more 
trade-ins to liquidate, or “wash-out,” the transaction. 

In the lower-priced field, however, the line of demarcation between 
the new- and the used-car salesman (and the new- and used-car buyer) 
is not so distinct. Better used cars frequently are shown with new 
cars, and the new-car salesmen can readily adapt their sales presenta- 
tions to the used-car buyer. The fact that, in this field, the salesman’s 
earnings are lower per unit sold, and his income depends upon volume, 
limits the possibility of a salesman’s acquaintance with his customers, 
and increases the necessity of having the ability to close a sale. 

®*Mark Adams, “The Automobile,’’ Price and Price Policies, Walton Hamilton and 
Associates (New York, N. Y., 1938) > p- 74- 

^ Automobile Trade Journal, August, 1939, p. 20. 
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The writer has found that used-car prospects are rarely followed 
up. Salesmen feel that their success or failure in selling a used-car 
prospect is contingent upon their ability to close the deal when the 
customer visits the showroom or lot.^® 

Compensation of Automobile Salesmen — Much of the high cost of 
automobile distribution is due to the 190,000 salesmen, according to 
Mr. Mark Adams. He estimated that salesmen in the industry average 
about one sale of a new or used car every fifteen days.^® 

Mr. Adam’s contention that automobile retailing costs are high 
may be granted, but the Census of American Business, shows the 
personnel costs of motor-vehicle dealers to be 9.6 per cent of net sales 
as against 11.6 per cent, the average for all retail outlets in 1933. When 
an imputed proprietor’s compensation is added to the personnel-cost 
figures of the Census of American Business, the personnel costs of 
motor-vehicle dealers, in 1933, amounted to only 11.3 per cent of net 
sales as against 17.8 per cent, the average for all retail outlets, according 
to the distribution-cost study for the Twentieth Century Fund. More- 
over, according to this study, the personnel-expense ratio is lower in 
motor-vehicle retailing than in any other field of retailing, with the 
exception of mail-order houses (catalogs only) and commissaries or 
company stores.^’’ 

A report of a survey made in Philadelphia revealed that automobile 
salesmen earned an average of $22 per week in 1937, and only $12 
per week in 1938, due to the decline in automobile sales.^® Averages 
such as these, however, are not reliable, for many salesmen are em- 
ployed only during the seasonal peaks. Well-established dealers select 
a corps of permanent salesmen who constitute only one-third to one- 
fourth of the sales force at the peak of the season. 

In the spring of 1939, 25 new-car dealers in Cleveland, Ohio, were 
interviewed to ascertain their sales compensation plans. Chart 7 shows 
the form of questions asked these dealers, and summarizes their 
answers.^® 

“One of the largest exclusive used-car dealers in Detroit, Michigan, believes that 
the place to make the sale is on the used-car lot. His 28 salesmen are forbidden to 
leave the sales lot while on duty in order to call on a prospective customer. If a prospect 
is to be brought to the lot or a car delivered or returned, one of the 10 “red caps” or 
junior salesmen is dispatched for the errand. “How I Sell Used Cars,” Used Car Mer^ 
chandtser. May, 1939, p. 30. 

“ Frice and Price Policies, loc, ciu 

^ Does Dtstrihuiton Cost Too Much, The Twentieth Century Fund (New York, 
N. Y., 1939), p. 146. 

^Automobile Trade Journal, June, 1939, p. 18. 

“The distribution of dealers interviewed, classified by the make of car which they 
distributed, is as follows; (Footnote continued on p. rdp.J 
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Chart 7 — Compensation Plans for Automobile Salesmen: Summary 
OF Answers to Questionnaire by 25 Important New-Car 
Dealers in Greater Cleveland, Ohio, 1939 


1. Do your salesmen sell both new and used cars? 

2. If salesmen sell both new and used cars, is the 
compensation on the same basis? 

3. Which compensation plan do you use now? 

Drawing account 
Straight salary 
Commission on total sales 
Commission on difference between 

pnce of car sold and allowance on trade-in 


Yes 19 No ^ 

Yes ^ No 16 

No Answer £ 


4 


o 


20 


Nineteen of 25 dealers reported that their sales force sold both 
new and used cars, and one of the 6 which maintained separate new- 
and used-car sales forces admitted that the separation of these forces 
was more nominal than real. This might be taken to indicate that 
one-fifth of all dealers had separate new- and used-car sales forces, 
but the size of the sample, and the fact that most of the dealers inter- 
viewed were large and important representatives of automobile re- 
tailing, prevent any such conclusion. Indeed, it is more likely that 
less than 10 per cent of all new-car dealers have thus divided their 
sales activities. 

It was found that 20 of the 25 dealers paid commissions on, what 
is called in the trade, “moving money”; that is, the cash difference 
between the sales price of the car and the appraisal value of the trade-in 
accepted. Eighteen of the 20 dealers using a commission plan of 
compensation were willing to divulge the commission rates. 


New Car Dealers 
(Number) 

7 

8 
2 
I 


Commissions Paid on New-Car Sales 
(Per Cent) 

5 

6 

7 

5 to 8 (sliding scale) 


Only 15 of the dealers, however, disclosed their used-car-sales com- 
mission plans. It was also observed that on this question dealers were 


(Footnote 29, continued,) 

Make Number of Deders 


Chevrolet 4 

Ford 4 

Buick 3 

Pontiac 3 

DeSoto 2 

Dodge 


Make 

Oldsmobile 

Packard 

Hudson 

Nash 

Studebaker 


Number of Dealers 
2 
2 
I 
I 
I 
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more uncertain regarding the efficiency of their methods, and indicated 
that frequent exceptions and changes were effected. 

New Car Dealers Commissions Paid on Used-Car Sales 

( Number ) ( Per Cent) 

13 6 

^ 7 . 

I 5 to 8 (sliding scale) 

Two of the dealers indicated that a minimum of $5 was paid on 
the sale of any used car. Several others indicated that bonuses were 
frequendy paid to salesmen for sales of cars which were hard to move. 

This study indicated that dealers pay between 5 per cent and 6 per 
cent commission on new-car sales, and between 6 per cent and 7 per 
cent commission on used-car sales. For the country as a whole, Mr. 
Edward Payton, national consultant for automobile dealers in sales 
and management, reports that salesmen’s commissions on new cars 
are usually calculated at 5 per cent, and, for used cars, range between 
5 per cent and 7 per cent. 

Discussions with the dealers disclosed that they resorted, frequently, 
to the practice of making drawing accounts available in order to hold 
their good salesmen, and that they were not adverse to hiring good 
salesmen on a salary-plus-commission basis when the occasion war- 
ranted this procedure. 

Although this limited survey showed no trend towards compensat- 
ing salesmen by salaries, an authority in automobile retailing manage- 
ment told the writer that some of the dealers representing such cars 
as Ford, Chevrolet, Plymouth, Dodge, and Pontiac, where sales volume 
is fairly large and stable, are beginning to pay small salaries to their 
salesmen and lower rates of commission on their sales.^*^ 

Attitude of Manufacturers Towards Compensation of Salesmen — 
Sales executives of Ford, Chevrolet, Plymouth and Dodge, Hudson, 
and Nash were asked whether the factories advocated or suggested 
any sales-compensation plans. Unanimously, their answers were in 
the negative, each company’s representative stating that because each 
dealer’s problem was different, its solution belonged in the hands of 
the dealer. A representative of the Chevrolet Motor Division made the 
observation, however, that his division had made great strides in hiring, 
training, and supervising salesmen, but that the problem of compensa- 
tion was stiU unsolved, and no indication of its solution had appeared.®^ 

“Edward Payton, in conversation with the writer, Cleveland, Ohio, March, 1940. 

Personal interview, Detroit, Michigan, May, 1939. 
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Assistance From Manufacturers in the Sales Promotion 
AND Selling of Used Cars 

Factory Organization : Used-Car Sales Departments 

In 1926, a survey of the used-car policies of automobile manufac- 
turers disclosed that only 8 of 26 automobile manufacturers had sys- 
tematically integrated used-car activities into their marketing efforts.®^ 
At the present time, all automobile manufacturers have found it 
necessary to maintain a separate department or division to collect 
statistical information on their dealers’ used-car stocks and used-car 
sales, and to develop and furnish used-car merchandising aids. 

In an investigation of the used-car activities of both the Nash 
organization and the Hudson Motor Company — two of the so-called 
independents — action was foimd to be centered in the hands of one 
person who works in conjunction with the sales-promotion department 
and the new-car field salesmen.®® 

As might be expected, the used-car departments of the “Big Three” 
are much more extensive and comprehensive. 

Dodge-Plymouth Used-Car Department — Since the Plymouth car is 
marketed through the Divisions of Dodge, r>eSoto, and Chrysler, the 
Plymouth used-car-sales problems are handled by each of the three 
Chrysler divisions. The sales department of the Dodge organization, 
the largest of the three, has in it a used-car sales manager who is under 
the authority of the general sales manager. Under the used-car man- 
ager, there are sixteen regional used-car advisers who work coopera- 
tively with the new-car sales managers in charge of the sixteen sales 
areas of the Dodge Division. 

To guide the staff of the used-car executives, the central office 
collects data on the dealers’ sales and inventories of used cars. 
The condition of each dealer’s used-car stock is measured by 
indexes which are accepted as representing normal conditions for the 
country as a whole; that is, a dealer’s trading activities are considered 
to be normal if his used cars sold bear a ratio of 1.75 to new cars sold. 
Dealers’ used-car inventories are expected to be divided into age groups, 
so that 30 per cent of the cars are i to 2 years old; 35 per cent, 3 to 
4 years old; and 35 per cent, more than 4 years old. 

The organization for the other Chrysler Divisions is similar to 
that maintained in the Dodge Division.®^ 

Shidlc, “The Used Car Specialist,” Automotive Industries, HV (1926), April 8, 

597 - 

Personal interviews at Detroi:^ Michigan, May, 1939. 

Interview with sales manager in charge of used-car sales. Dodge Division, Detroit, 
Michigan, May, 1939. 
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The Ford Motor Company Used-Car Department — The Ford 
Motor Company follows the same general plan as described above. 
There is a used-car department with a used-car manager in each of 
the Ford branches. This individual, while directly responsible to the 
main office, is under the control of the branch manager of new-car 
sales.® ^ The activities of this department are practically identical with 
those carried on in the Dodge Motor Division. 

Chevrolet Used-Car Sales Organization --The comprehensive and 
detailed organization which functions in the Chevrolet Motor Division 
makes the used-car sales department of the national organization some- 
thing more than an appendage; it is a separate and almost exact 
counterpart of the sales organization handling new-car sales.®® 

The manner in which supervision is effected over the new- and 
used-car sales of the Chevrolet Division is shown in Chart 8. 

This organization chart clearly defines the lines of authority. In 
comparison with other factories’ department lines of control, it seems 
revolutionary, for sales authority is sharply divided to permit inde- 
pendent action. Thus, the Chevrolet sales department has recognized 
the used car as an integral part of the problem of retailing automobiles. 
In the other factory organizations, the used-car division is merely sup- 
plemental, and serves primarily as an advisory department to the 
new-car sales organization. 

Besides the active sales promotion of used cars, it is the duty of 
the division to keep a close check on used-car inventories of dealers, 
turnover of used-car stocks by units and by capital invested, used-car 
allowances, used-car losses, reconditioning practices, and general 
operations of the dealers. 

The Assistant General Sales Manager of the Chevrolet Division 
stressed the fact that the used car now holds the same position in the 
eyes of dealers as the service department held 20 years ago. At that 
time, dealers regarded service work as distasteful, dirty, and unprofita- 
ble, whereas today it is a reliable source of profit. Used cars may be 
passing through this same transitional stage.®’’ 

Manufacturers' Aids for Sales Promotion 

A dealer’s used-car stock is composed of a variety of makes and 
models. When the manufacturer directs time and money into selling 

Interview with the executive in charge of used-car sales, Ford Motor Company, 
Detroit, Michig:^, May, 1939. 

The Assistant General Sales Manager, in charge of used-car sales for the eastern 
half of the United States, stated that the Chevrolet Division was the only manufacturer 
which had a separate and autonomous used-car sales division. (Interview, Detroit, 
Michigan, May, I939*) 

”lbid. 
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dealers’ used-car stocks, it is done with a hope that the expenditure 
will react to his benefit. Public favor is being sought in two ways: 
(i) by endeavoring to build up the institutional aspects and the 
prestige of the dealers who hold franchises from a particular manu- 


Chart 8 — Organization Chart for the Chevrolet Motor Division, 
General Motors Corporation, as of May 9, 1939. 

(Source: Mr. W. G. Lewellan, Assistant General Sales Manager, Used Cars, Chevrolet 



faaurer, through emphasis upon quality and reliability of the used 
cars accepted in trade from a superior clientele; and (2) by identifying 
the dealers’ used-car stocks with a national trade name which implies 
skilled reconditioning, such as “Gold Seal Reconditioned Buicks,” 
“Studebaker Certified Cars,” and other nationally promoted used-car 
trade names. 
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Magazine, Radio, and Newspaper Advertising hy Manufacturers — 
Since i935> several automobile manufacturers have allocated part of 
their national advertising budget to help their dealers move used-car 
stocks. The manufacturers of Chevrolets and Fords have used national 
media to promote the “Chevrolet Red Tag” and “Ford Renev^ed and 
Guaranteed” plans.®® 

Local advertising of new cars has been a cooperative effort for a 
long period of time. In such advertising, the dealer participates through 
a levy on every new car he buys, made by the manufacturer.®® The 
measure is cooperative only in so far as the financial participation is 
concerned, for local dealers have no voice in how their money is spent, 
or as to what is said in the advertisements. 

Since 1936, manufacturers have allocated some of their advertising 
budgets to local advertising of used cars during the winter months. 
The amount so diverted is contingent upon the inventory conditions 
of the dealers in an area. 

Sales Display Material — Other aids supplied by the manufacturer 
have been display materials for floors, windows, and lots. These are 
either furnished to the dealer gratis or made available to him at a 
slight cost in order to eliminate the expense of preparing and shipping 
materials which the dealer will not use. 

Direct Mail— ‘In 1939, General Motors Acceptance Corporation, 
serving General Motors dealers exclusively, inaugurated a direct-mail 
campaign among registered car owners, who were divided into two 
classifications. Those owning cars of the 1936, 1937, and 1938 models 
received a General Motors Acceptance Corporation finance rate chart 
for new-car buyers, which stressed G. M. A. C.’s low rates for new 
cars. Those owning older cars received a copy of a rate chart appli- 
cable to buyers of used cars under G- M. A. C.’s terms of financing. 

To speed the merchandising of late-model, higher-priced used cars, 
which seem particularly hard to move from stock, General Motors 
Corporation has developed folders to be mailed by dealers, depicting 
attractive General Motors used cars which are one, two, and three 
years old. The copy stresses the modern appearance and the marked 
characteristics of their recent models, the implication being that more 
luxuries are obtainable in such cars than in new cars of the low-price 
classification. 

®®In the spring of 1935, the Chevrolet Motor Division inaugurated the use of 
national advertising for used cars, employing magazines and radio broadcasting to sup- 
plement other media. National broadcasts were made weekly. Automotive Industries^ 
LXXIV (1936), February 15, zio, 

”Tn Clevdand, Ohio, Chevrolet dealers are now assessed $6 for each new car they 
purchase. Ford dealers contribute $5 for each car. 
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The Ford Motor Company, in 1936, inaugurated a policy o£ mailing 
sales promotional material to used-car prospects, and billing the dealers 
for this service. This high-handed practice conducted without con- 
sulting the dealers was protested against, and, under the 1939 plan, 
the Ford Company made this service optional at the request of a 
dealer.^^ 

Manufacturers* Cooperation in Advertising: Used-Car Wee \ — 
Very early in 1938, the used-car situation became exceedingly acute. 
Consumers had purchased many new cars in the latter half of 1937 
in anticipation of the promised rise in new-car prices for 1938 models, 
and upon the strength of the general business outlook. The business 
recession at the end of 1937 and early in 1938 resulted in a severe decline 
in used-car sales. Dealers’ used-car stocks climbed steadily to an all- 
time high; by February, the manufacturers had decided to act to 
relieve the frozen condition of dealers’ capital, in order to permit 
dealers to purchase new cars. 

Twenty automobile manufacturers, including the Ford Motor Com- 
pany — which, for the first time in the history of the automobile, entered 
into a cooperative venture with other manufacturers — designated March 
5-12, 1938, as “Used-Car Week.” The estimated budget for the project 
was $1,250,000, and the final net cost of the campaign was $1,125,883.21. 
This fimd was raised by assessing the manufacturers on a basis of 
their dollar volume of business for the year ending June 30, 1937. The 
advertising campaign was conducted under the general direction of 
the advertising agency of N. W. Ayer and Son, Incorporated, in 
collaboration with 15 other advertising agencies. 

The following media were used to create a demand for used cars: 

(1) a 20-page portfolio for dealers, describing the program and sug- 
gesting dealers’ measures for tieing-in with it — ^local advertising, store- 
room or lot displays, direct mail, and ways of stimulating salesmen; 

(2) advertisements in 1,934 newspapers in 1,517 cities; (3) broadcasts 
twice a night for 9 days from 400 radio stations. 

It is claimed that this campaign resulted in a net reduction of 
168,948 used cars in dealers’ inventories.^^ 

Opinions have varied as to the success of the plan. Some dealers, in 
retrospect, viewed it with favor; others felt that, whjle it had stimulated 
sales and liquidated some used-car stock, the low sales prices obtained 
for these cars, and the disposal of the better used cars, meant smaller 

Federal Trade Commission, Report on Motor Vehicle Industry (Washington, D. C., 
1939) » P* 229. 

^Ibid,, pp. 99-100. 
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chances for profits and subsequent used-car inventories of a poorer 
quality, later resulting in unprofitable transactions. It is doubtful if 
manufacturers would feel that a similar expenditure would be justified 
again. 

Manufacturers' Assistance in Selling — In the field of selling used 
cars, manufacturers have contributed little. The Ford Motor Company, 
in 1933, developed a used-car sales-manual for the various phases of 
used-car distribution, and since that time, the company has conducted 
used-car sales schools in various key cities. 

The Chevrolet Motor Division, in 1937, instituted a five-day sales- 
training course in the large cities for used-car salesmen. During that 
year, 1,680 used-car salesmen were hired by Chevrolet dealers. These 
men were more or less inexperienced at automobile selling. It was 
claimed that, after training in the factory-sponsored school, these 
individuals averaged 7.7 car sales per month, as compared with the 
rank and file which averaged 6 car sales per month.^^ 

Other evidences of the manufacturers’ sales-training programs for 
new-car salesmen exist, but evidence of used-car sales-training effort 
is lacking. 

W, E. Holler, Advertising and Selling, March, 1938, p. 58. 
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HISTORY OF AUTOMOBILE-SALES FINANCING, AND 
THE DEVELOPMENT OF WHOLESALE FINANCING 

Since 6o per cent o£ new and used cars are sold on instalments, 
the importance of automobile-sales fmancing- to automobile manu- 
facturers, dealers, and consumers is apparent. This chapter presents a 
brief historical summary of the development of automobile financing, 
the extent and character of wholesale and retail financing, the factors 
affecting finance charges, and an analysis of rate charts, together with 
an examination of current malpractices in financing, and trends 
towards measures for improvement. 

Since an effort has been made to place especial emphasis on the 
problems relating to used-car financing, certain features, which are 
of great significance in a discussion of new-car financing but of little 
importance in the consideration of used-car financing, are dealt with 
only briefly. While the used car constitutes a problem which the 
manufacturer ignores as long as he can, and the dealer regards as 
his greatest hindrance to profitable operation, the finance company 
sees in it another piece of merchandise that can be financed at a profit, 
and welcomes its addition to the market. 

Historical Development of Automobile-Sales Financing, 191 4-1939 

From the earliest days of automobile selling, the automobile dealer 
has been forced to finance his inventory of new and used cars, and 
grant credit to the consumer. This is a unique situation, for credit 
has invariably been granted to middlemen who expect to do part of 
their business on the capital of the manufacturers. Various reasons 
have been given for the development of this practice, which is peculiar 
to the automobile industry. Among these are: (i) the inability of 
the manufacturer to obtain bank loans in order to carry on production; 
(2) a body of dealers so anxious to obtain cars that they were willing 
to borrow to finance their inventories, and were willing to pay for a 
considerable portion of their season’s commitments some months ahead 
of time; (3) the character of the product — ^an expensive unit, subjected 
to numerous hazards; (4) the speculative nature of the commodity 
with its rapid depreciation and danger of early obsolescence. Even 
to this day the dealer pays for his cars before receiving them. 
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With the very rapid increase in the volume o£ new cars sold, and 
the entrance of the used car as a factor in the sale of new cars as early 
as 1912, the liquid capital of dealers was being absorbed in the rising 
new-car inventories, the stocks of used cars, and the customers 
receivables. 

Some of the better-established dealers were able to secure bank loans, 
either on their inventories or on their accounts receivable, but, in the 
majority of cases, a combination of two factors deterred banking aid. 
First, dealers, in many instances, due to the rapid rise in their sales 
volumes, lacked sufficient equity to offer the margin of safety which 
bankers required 5 second, bankers retained, for many years, a skeptical 
attitude towards the automobile industry as a stable, permanent 
business.^ 

At the beginning, it was necessary for the automobile purchaser 
to pay cash for his car. By 1910, the automobile had established itself 
as a reasonably sound piece of merchandise, and many well-established 
individuals manifested an interest in the purchase of one, but lacked 
the liquid capital with which to buy it. They could purchase if dealers 
could sell on some terms of credit, but not otherwise. 

Europeans experienced the same situation, and since European cars 
had progressed to a higher degree of quality and workmanship, it is 
probably natural that the first steps towards the sale of cars on instal- 
ments should have been taken in London^ and Vienna.® 

^ ‘‘Under the heading ‘Bankers Find Many Automobile Crazy,’ the New York. Herald 
of July 22, 1910, printed a press dispatch as follows: ‘Mount Vernoh, N. Y., Thursday, 
The Westchester Bankers Association believe the people of the country are automobile 
crazy. On information received by iK members at a session at the Bnarcliff Hotel today, 
it was decided to look carehilly into the applications of those who wish to borrow money 
on notes. If it is found that the applicant is to purchase an automobile, the bank will 
use extreme caution in discountmg his paper. It is said that hundreds of persons have 
either mortgaged their homes or hypothecated valuable securities to purchase automobiles 
in the last six months.* According to this bankers’ association, a man who purchases 
an automobile is either lacking in sense or dishonest. It is, of course, gratif3nng to know 
that these bankers disapprove of dishonesty; it saves a bank examiner considerable worry 
to know that he does not have to watch a ‘string’ of banks, but when a grave body 
of respected citizens makes the broad claim that the purchasers of automobiles hypothe- 
cate valuable securities, the public at large will be justified in believing that they at 
least know the meaning of the word,” The Automobile, XXIH (1910), July 28, 164* 

®“The Britishers have evolved a plan whereby those who have not the ready money 
to buy a car outnght may do so piecemeal, enjoying its use meanwhile and meeting 
all the incidental expenses of its operation. 

“London has solved a problem by means of which motoring is brought within 
the means of many men. The plan is for the purchaser to pay ;iC 100 quarterly for the 
period of 3 years (a total of ,^1200), this amount to include all of the running 
expenses of the car, besides the chauffeur’s wages, insurance, petrol, lubricants, dres 
and repairs. At the end of thirty-six months the car becomes the sole property of the 
erstwhile renter. The arrangement allows the holder to run the cax a distance of d,ooo 
miles each year. Professional men, doctors in particular, look with great favor upon 
the scheme- The car intended for purchase on these terms sells outright for ;C5oo 
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The formal beginnings of the practice of selling cars on instalments 
are vague, and, undoubtedly, many private transactions involving some 
form of instalment payments took place prior to a public announce- 
ment. The first publicity given to any instalment plan was in April, 
1914, when a Ford Agency in New York City advertised the sale o£ 
Ford cars at $200 down, and the balance in 6 per cent monthly notes 
of $50. The notes were to be endorsed by the dealer and discounted 
by the bank.^ 

Mr. Milan V. Ayres, Secretary and Analyst for the National Asso- 
ciation of Sales Finance Companies, has illustrated the origin of time- 
sales financing in the following manner: 

About 24 years ago, in the summer of 1914, I approached a Ford dealer 
in Washington, D. C., and asked him if there was some arrangement by 
which I could buy a car on the installment plan. He replied if I could pay 
50 per cent down, I could give him three notes to cover the balance, one for 
30 days, one for 60 days and one for 90 days, and he would discount these 
notes at the bank. That was, of course, contingent upon the bank being 
convinced that I had a suflEciendy good credit standing. Evidendy that 
dealer could not afford to carry my installment notes himself and did not 
know of any institution which would finance an intallment sale on terms 
similar to those which are now customary,® 

Although the sale of automobiles on instalments had not been 
practiced prior to this time (1914), finance companies, which generally 

($2500). Add to this the cost of maintenance, driver’s wages, etc., and it will be seen 
that £ 1200 is not far out of the way of the figures involved in the deal.” “Buy Car 
on Installments,” The Automobile, XXIV (1911), May 4, 1043. 

® “Physicians’ Automobile Club of Vienna adopts course by which physicians may 
receive car before payment.” The car is maintained by a credit company at a monthly 
flat rate of $110.00. The price of the automobile recommended ranges between $2,000 
and $2,375. Down payment is $600, with monthly payments after delivery ranging from 
$70 to $80, including 1.5 per cent on the money yet unpaid. Mamtenance includes: 
(i) efiBaent tire equipment; (2) supply of fuel and lubricants; (3) regular wages; ill- 
ness and accident insurance for the chauffeur; (4) fire and liability insurance; (5) 
garage and washing cost; and (6) charging of batteries to keep electric lighting system 
in operative condition at all times. 

On the other hand, mileage is limited to 1000 kilometers a month (621 miles) of 
which only 150 kilometers can be out of Vienna. A charge of 5 cents additional is 
made for every additional kilometer outside of the aty limits. All repairs must be 
made in the shop of the credit company. If tire prices rise or fall in excess of 10 per 
cent, adjustment of the contract is to be made. 

“The physicians’ club naturally believes that these easy conditions will cause many 
doctors to become users of automobiles.” “Credit Extended to Club,” The Automobile, 
XXVni (1913), January 23, 319. 

*“New York, April 27. Partridge, Clark & Kerrigan, Inc., have taken over the 
Ford agency and have inaugurated a deferred payment plan. Tlie purchaser may pay 
$200 down and the balance in 6 per cent notes at the rate of $50 per month; the 
paper will be endorsed by the dealers and discounted by their bankers, a mortgage on 
the car will act as security for the notes . . .”. “New N. Y. Ford Agency Sells on 
Terms,” The Automobile, XXX (1914), April 30, 939. 

'“Motor Vehicle Selling and Financing,” an address before the Annual Convention 
of the Pennsylvania Automotive Association, Bedford Springs, Permsylvania, June 28, 
1938, as reported in Time Sales Financing, July, 1938, p. 5. 



8o 


MARKETING OF USED AUTOMOBILES 


served as purchasers of accounts receivable^ had financed the sale of 
sewing machines, pianos, farm equipment, and other items for con- 
sumers. These financial institutions ventured into automobile financing 
cautiously- When their experience with it proved satisfactory, many 
of these companies decided to make it their major line of activity. 
One speaker, commenting on the development of this practice, said 
in 1938: 

The transition was so gradual that some of these concerns, which are 
still in existence, cannot tell you when they bought their first installment 
contract and do not know exacdy when they came to regard themselves 
as mainly in the business of what we call a sales finance company, instead 
of in the business of purchasing accounts receivable. During the seven 
years from 1914 to 1921 a great many new companies were formed 
specifically for the purpose of financing installment sales, and by 1921 
there were nearly as many such companies in existence as there are now.® 

The peak of this development occurred about 1925. It has been 
variously estimated that between 1,200 and 1,500 companies considered 
automobile financing their major activity.’’ 

It is worthy to note that during this same period, in the year 1919, 
General Motors, under the leadership of John Raskob, organized The 
General Motors Acceptance Corporation to assist the General Motors 
dealers to finance the sales of General Motors cars. 

With the development of consumer financing, or retail financing, 
finance companies rendered dealers further aid by floor-planning^ 
their car inventories. Competitive practices have forced finance com- 
panies to grant this service in order to get the retail paper of dealers, 
even though this latter service has always been looked upon as 
unprofitable. 

This financing aid, thus available to dealers, permitted a greatly 
increased inventory on their existing working capital, and, also, opened 
the way for many, whose capital heretofore had been too limited, to 
Dbtain dealerships. 

By 1922, the automobile-finance business had grown to such pro- 
x)rtions, and so many had entered the field, that the leading finance 

^ibid, 

^Fred V. Chew, Executive Secretary, the American Finance Conference, Chicago, 
Ilinois. “The History and Growth of Finance Companies,” an address at the Fifteenth 
\janual Convention of Michigan Automotive Trade Association, March 28, 1935, as 
'eported in American 'Finance News, April 18, 1935, p. 4. 

Atsor Milan V- Ayres gives the number of 1,500 in an address, “The Economic 
^unctions of the Sales Finance Company,” before the American Statistical Association, 
Atlantic City, December 38, 1937, as reported in Time Sales Financing, January, 1938, 
). 4. 

Floor-planning is synonymous with wholesale finanemg. 
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companies felt the necessity of getting the finance companies together 
to establish some semblance of order. The following abuses and 
problems were commonplace and needed correction or attention: (i) 
duplication and substitution of chattel mortgages on the same vehicle 
in wholesale financing; (2) instability of prices of new cars and rapidity 
of obsolescence; (3) the numerous car hazards and the poor care to 
which the automobile might be subjected, which frequently dissipated 
the equity; (4) the mobility of the product, making repossession to 
satisfy judgment more difficult; (5) an increasing number of dealers 
and their lack of financial stability — a situation created, in the main, 
by the demand of manufacturers for sales-outlets, and the rapid devel- 
opment of automobile financing; (6) no central clearing house of 
finance companies to detect the violators, either dealers or customers.® 

To these might well be added the lack of standards as to the require- 
ments for down payments and the number of monthly payments, the 
inadequate insurance protection, and the absence of standards of value 
in used cars. 

To meet these problems, a Central Finance Association was organ- 
ized in 1922, with headquarters in Chicago. The following basic rules 
for financing the sales of automobiles were suggested to sales-finance 
companies: (i) new cars to be financed with a maximum of 12 
equal monthly payments with one-third down; (2) used cars to be 
financed with a 50 per cent down payment and a maturity of 10 equal 
monthly payments; (3) demonstrators to be treated as used cars; (4) 
financing of used cars to be limited to cars not more than four years 
old; (5) no deals involving hold-outs, reserves or infractions of the 
foregoing to be accepted.^® 

The banks, too, became interested in this movement towards more 
orderly procedure in automobile financing: 

... By 1924 the finance companies had really begun to flourish and 
the banks had had sufficient experience with such credits as to cause them 
to view with apprehension the growth, under the strain of competition, of 
certain credit practices which tended to impair both the safety and liquidity 
of finance paper. As a result of meetings between bankers and finance 
men that year, certain standards were set up and a national association of 
finance companies was formed to urge the adoption of these standards.^^ 

® Harry Tipper, “Credit Requirements Have Outgrown Facilities for Financing Car 
Sales,” Automotive Industries ^ XL VI (1922), May 25, 1128. 

Statistics on automobile financing are not available prior to 1927. 

^“Aims to Standardize Financing of Sales,” Automotive Industries, XLVH (1922), 
December 28, 1298. 

“ K. K. Du Vail, Assistant Vice President, City National Bank and Trust Company, 
Chicago, Illinois, "Appraising the Finance Company Today,” an address before the 
Robert Morris Associates, French Lick, Indiana, 1935. Reprinted from Bulletin of the 
Robert Morris Associates (Landsdowne, Pennsylvania, 1935), April. 
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The following resolutions were adopted by the National Association 
of Finance Companies, meeting in Chicago in December, 1924: 

a. On monthly installment paper covering new passenger cars, the 
maximum maturity of such paper shall not exceed twelve months, payable 
in equal monthly installments. 

b. On monthly installment paper covering new passenger cars, the 
minimum down payment by purchasers shall not be less than either one- 
third of the cash or thirty per cent of the time selling price at point of 
delivery, including accessories and equipment. 

c. On monthly installment paper covering used passenger cars, the 
minimum down payment by purchasers shall not be less than either forty 
per cent of the cash or thirty-seven per cent of the time selling price at 
point of delivery, including accessories and equipment, with a maximum 
maturity of twelve months, payable in equal monthly installments. 

AND BE IT FURTHER RESOLVED: That all manufacturers and 
distributors of and dealers in passenger cars be and they are hereby re- 
quested to cooperate in a sincere endeavor to confine the sale of new and 
used passenger cars for individual use within the aforesaid limitation,^ in 
order to continue to keep the manufacture, distribution and retail financing 
of passenger automobiles on time upon a safe and sound basis.^ 

Probably the next significant event was the move made by the 
Chrysler Corporation, in 1925, to participate in the control and profits 
of automobile financing, by becoming affiliated with the Commercial 
Credit Company of Baltimore. The contract between these companies 
was not revealed to the public, and what the benefits and responsi- 
bilities were between 1925 and 1936 were unknown. But on October 8, 
1936, the Commercial Credit Company issued a prospectus in con- 
nection with $30,000,000 debenture notes, in which it stated that the 
Chrysler Corporation owned 50,000 shares of its stock, and that the 
Chrysler Corporation had directed to the Commercial Credit Company 
a large share of the business of the Chrysler interests.^® 

'^Fundamental Prinaples for Financing the Sale of Passenger Automobiles Payable 
in Monthly Installments. Nauonal Association of Finance Companies (Chicago, Illinois, 

.« Companies have had very close and important cooperation with the Chrysler 
Corporation, since the organization of the latter in 1925, which has resulted in a larp 
volume of business in financing sales of cars produced by Chrysler Corporation and its 
subsidiaries, including at the present time Plymouth, Dodge, DeSoto and Chrysler 
divisions. On December 10, 1934 Chrysler Corporation bought from Commercial Credit 
Company 50,000 shares of the Company’s Common Stock (approximately 3 per cent of 
the Common Stock outstanding on September 10, 1936) and entered into a contract 
with the Company under the terms of which Chrysler Corporation and its subsidiaries, 
among other things, have used and arc to use and have recommended and are to 
recommend the tinanemg plans and facilitii^ of Commercial Credit Company in con- 
nection with the sale by their dealers on a time payment plan of cars produced by 
Chrysler Corporation and its subsidiaries, and also through their officers, field offices and 
personnel, by proper means, to encourage, endorse, promote, recommend, develop and 
endeavor to bring about the use by their dealers of the financing plans and facilities 
of the Company, and to mention in their advertising a n d radio broadcasts that Com- 
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In 19285 the Ford Motor Company cjffectcd an arrangement with 
a finance company to give the Ford Company control over the terms 
and rates of the financing of new Ford cars. The Universal Credit 
Corporation was organized by interests friendly to the Ford Motor 
Company, and was owned, in part, by the Commercial Investment 
Trust. The Commercial Investment Trust also became affiliated with 
the Nash Motor Car Company, the Hudson Motor Car Company, the 
Auburn Automobile Company, the Studebaker Corporation, and other 
companies. The time and nature of these affiliations were not revealed 
to competition or to the public.^^ 

The early thirties further proved the sound character of automobile 
financing. Mr. Ayres, in his address before the American Statistical 
Association in Atlantic City, December 28, 1937, made the following 
summary : 

It has been said that during the depression no bank lost any money 
by reason of a finance company failure, while many finance companies 
lost money by reason of bank failures. That statement is very nearly correct. 
In fact, from the beginning of finance company existence, there have been 
hardly any failures of such companies resulting in serious loss to their 
bank creditors. This is true in spite of the fact that banks habitually loan 
to sales finance companies much larger sums of money than they would 
to practically any other kind of business enterprise with the same net worth. 

This remarkable record is due principally to the very great diversity 
of risk and to the fact that the vast majority of installment purchasers pay 
up, even in periods of depression. The greatest risk of loss to a finance 
company is in its wholesale loans, and not in its retail installment pur- 
chases; but because the wholesale loans are always secured by salable mer- 
chandise, serious losses, even in this field, seldom occur except through 
deliberate fraud committed by the dealer. 

Some finance companies have failed, usually as a result of mismanage- 
ment, though in a few instances through fraud, but nearly always the 
assets have been sufficient to pay the creditors in full.^® 

mercial Credit Company is the finance company approved and recommended by Chrysler 
Corporation. The contract runs from year to year unless terminated by either party on 
or before September 30th in any year, in which event the effective terminauon date 
shall be the December 31st thereafter. The services performed by Chrysler Corporation 
and its subsidiaries aure believed to be a valuable adverdsement of Commercial Credit 
Company and its business, plans and financing facilities, to save the Company a sub- 
stantial sum in promoting and acquiring additional business from dealers, and to 
increase its business and profits.’ 

“In addition to its arrangements with the Chrysler Corporation, the Commercial 
Credit Company had a contract with the Packard Motor Car Company and solicited 
and obtained both new and used car paper which it considered desirable from all 
dealers.” The Automobile Finance Business, American Finance Conference (Chicago, 
Illinois, 1937), p. 4- 

^Ibid. 

“Milan Ayres, **The Economic Functions of the Sales Finance Company.” 

These statements are substantiated by Harvey W. Huegy and Arthur H. Winakor, 
The Financial Policies and Practices of Automobile Finance Companies, University of 
Illinois Bulletin, XXXV, No. 45 (Urbana, niinois, 1938), 49. 
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By 1930, the finance companies had definitely fallen into three 
tiajor classifications: (i) the factory-owned company — General Mo- 
ors Acceptance Corporation, and the factory-afiiliated companies, 
ncluding Commercial Credit Company, and the Commercial Invest- 
nent Trust with its subsidiary, the Universal Credit Corporation; (2) 
hree regional companies — ^Associates Investment Company of South 
5 end, Indiana, the National Bond and Investment Company of Chi- 
ago, Illinois, and the Pacific Finance Corporation of Los Angeles, 
California; and (3) local finance companies — approximately 500 in 
lumber. 

In 1934, during the administration of the National Recovery Act, 
ome of the leaders of the automobile-sales finance companies sought to 
stablish a code for their industry, in order to bring about standard 
)racti ces. Since the national finance companies purchased more than 
;o per cent of all automobile retail-sales finance paper, these companies 
lesired to draft the code for their industry, and sought to control its 
dministration. The fight over control, coupled with the wide diversity 
\£ opinion as to the extent of dealer participation in retail finance paper, 
LOt only of recourse reserves but in nonrecourse rebates,^® prevented a 
ode from being accepted and administered.^^ 

Out of this controversy, another association of finance companies 
eveloped in 1934 — the American Finance Conference, which represents 
[lore than 350 finance companies, and is devoted to the interests of the 
ectional and local companies who are unaffiliated with any car 
[lanufacturer. 

The soundness of automobile finance paper after the 1929 crash 
aturally drew the attention of money lenders.^® The industrial banks 
nd many personal loan companies desired a share of this lucrative 
usiness, inasmuch as loans on furniture, radios, and other household 
quipment had dropped precipitously, leaving these companies with 
mple funds to seek other profitable outlets. These companies sought 
1 obtain this business in two different ways: (i) by using the pre- 
ailing conventional method of discounting the retail paper of dealers; 
2) by advertising directly to consumers that the companies would lend 
icm cash with which to buy cars, if discounted paper was not available 
1 sufficient quantities, and this was likely to be the case. In reality, 
ot cash but a letter of credit was given which certified that a check 
rould be delivered upon receipt of the bill of sale. 

“ A discussion o£ recourse and nonrecourse paper will be found on pp. 2o6~~2oZ. 

Business of Automobile Financing, American Finance Conference (Chicago, 
inois, 1935), PP- 10-15- 

^ Conversation with the Vice President of the American Finance Company, Cleveland, 
hio, April 25, 1939- 
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After the bank holiday of 1933, many commercial banks, through 
personal-loan divisions, or through separately created departments 
devoted to automobile financing, entered into this now exceedingly 
competitive field, and thus made the fourth distinct institution which 
could serve this business. 

Certain banks have gone a step further in this field; not being 
satisfied to handle the personal-loan phase alone, they have developed 
departments that are modeled directly after the finance companies, 
wherein they can render to dealers complete financing services/® In 
some instances, these banks have organized time-sales finance sub- 
sidiaries/® These are a relatively new development, and only time will 
prove their place in this field of activity. 


Financing the Inventories of Dealers 


In the foregoing brief summary of the historical development of 
automobile financing, the difficulties which automobile manufacturers 
and automobile dealers had in securing banking accommodations have 
been pointed out. Well-established and well-financed dealers naturally 
have been able to get banking accommodations, and, over the course of 
years, have not only financed their inventories of new and used cars, 
but, in addition, have financed a considerable portion of their own 
retail paper 

However, the majority of dealers have been unable to secure bank 
assistance to carry their inventories. The result has been that the auto- 
mobile dealers have been assisted by automobile finance companies in 
this respect, as well as in the financing of the retail-sales finance paper. 

Financing of dealers’ inventories by automobile-sales finance com- 
panies is called wholesale financing. The date of its origin as applied 
to new cars is uncertain, but it is known to have existed very shortly 
after the beginning of retail financing.^^ Its growth was unheralded, 
and its size and importance were not measured until 1929, when the 

“ The Cleveland Trust Company, Cleveland, Ohio, organized such a department in 


^ The following are examples of banks with known finance-company subsidiaries: 
St, Louis Industrial Trust Company, Manufacturers Trust Bank of Newark, N. J., and 
the Citizens National Bank of Evansville, Indiana. _ 

^ Investigate Motor-Vehicle Distribution Practices, Government Printing Office (Wash- 


ington, D. C., 1938), p. 10. 

Mr. A. N- Benson, then Secretary of the National Automobile Dealers Association, 
stated on December 16, 1937, m hearings before a subcomimttee of the Committee on 
Intcistate and Foreign Commerce of the House of Representatives, that about 5,000 out 
of 46,000 dealers had $20,000 or more invested in their busmesses. 

®®When General Motors Acceptance Coiporation was organized in 1919, it was 
announced that one of its principal purposes was wholesale financing of new cars. 
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United States Department of Commerce began to publish data collected 
Erom the automobile finance companies in all parts of the country. 

It is interesting to note that Professor Ralph C. Epstein, in his 
book, The Automobile Industry, published in 1928, made the observa- 
tion that “the amount of wholesale financing was not large and the 
aeed for it was decreasing, because of the rapid increase in the pro- 
portion of closed cars suitable for year around operation. Two 
factors which Professor Epstein could not foresee in 1928 were: (i) 
the depression, with its heavy inroads on the capital of dealers; and 
(2) the development of wholesale financing of used cars. Prior to the 
depression, wholesale financing of used cars was unheard of; it started 
inconspicuously in the thirties, and grew rapidly 

The reasons for this rapid growth are many. They can be classified 
into four major divisions: (i) the rapid rise in automobile sales and 
in the trade-in problem; (2) the sales policies of manufacturers; (3) 
the financial position of dealers; (4) the profitableness of retail-sales 
finance paper. 

Underlying these reasons are certain factors which have contributed 
to the growth of wholesale financing, A number of these have been 
discussed in previous chapters. However, their recapitulation in the 
Following outline will serve to emphasize their bearing upon the 
financing of the inventories of dealers: 

[. The Sale of Automobiles 

a. The rise in the volume of sales after 1918 was generally faster 
than the increase in the liquid capital of dealers. {See Table 2, 
Chapter IL) 

b. An increasing number of cars were traded in on the purchase of 
new cars. {See Table 3, Chapter II). 

c. Prior to 1921, trade-ins on used-car purchases were exceptional; 
since that time, it has been quite customary for used cars to be 
traded in on used cars, thereby further freezing the liquid capital 
of dealers. 

d. The standardization of the automobile and the stabilization of its 
price have created better security for loans. 

i. Sales Policies of Manufacturers 

a. The extremely competitive condition among manufacturers has 
caused them to reduce capital requirements for new dealers. This 

** Ralph. C. Epstein, The Automobile Industry (Chicago and New York, 1928), pp. 
41-3, 

** Milan Ayres, in correspondence with the author, dated July 12, 1939, stated that 
A believed 1934 marked its beginning, but was not sure of this date. 
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is particularly true of the independents (all manufacturers exclu- 
sive of General Motors, Ford and Chrysler). 

3. The Financial Position of Dealers 

a. The highly competitive condition in the retailing of automobiles 
has limited profitable operations. 

b. The seasonal and cyclical nature of new- and used-car sales has 
prevented careful planning of financial needs. 

c. The depression of 1930-1934 and the recession of 1937-1939 made 
serious inroads on the capital of dealers, and limited their ability 
to obtain banking assistance, because the banks regarded their 
financial statements as unsatisfactory for commercial loans. 

4. Profitableness of Retail Paper 

a. The great eagerness of finance companies to obtain profitable 
retail paper of the automobile dealers has caused the finance 
companies to floor-plan dealers’ cars, on the assumption that, if 
the service of wholesale financing is granted, the dealers will 
discount their retail-sales paper with these companies. 

b. The factory-owned, and, imtil recently, the factory-afiiliated 
finance companies^® have so simplified the method of securing 
wholesale financing aid that they have relieved the dealers of the 
necessity of securing bank loans. For example. General Motors 
sells all of its cars directly to General Motors Acceptance Cor- 
poration, which, in turn, makes arrangements to sell these cars to 
distributors and dealers. The dealers grant a G.M.A.C. official 
the power of attorney, and their wholesale financing of new cars 
is arranged for them. 

In order to get a proper perspective of the volume of wholesale 
financing, it is necessary to make comparisons with the volume of pur- 
chasers of new and used cars made by dealers. Table 29 presents the 
automobile dealers’ new- and used-car purchases for the past ten years, 
and shows the growth and the relationship of wholesale financing to 
these purchases. 

In Table 29, there is shown the wholesale value of new and used 
cars sold by automobile dealers for each of the 10 years, 1929-1938, 
which permits a comparison between the total wholesale value and the 
amount of wholesale financing. The dealers’ sales of new and used 
cars have been discussed at length in the chapters on the supply and 

The Finance Consent Decree, later discussed in Chapter XII, explains the separation 
of the factories and their affiliated finance companies. See pp. 3125—227. 
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demand of used cars; hence, these data need no further explanation 
at this point. 

The ratios of the wholesale values of new and used cars sold to 
all cars sold are given in Columns 10 and ii. In 1929, the wholesale 
value of used cars sold represented 37.5 per cent of the value of all cars 
sold; by 1938, the wholesale value of the used cars had risen to 46.5 
per cent. This indicates that, in 1938, automobile dealers, in total, had 
almost as much money tied up in the used-car stocks which they sold 
as they had in the new cars which they sold. 

The relationship of wholesale financing to the total wholesale value 

Chart 9 — Comparison of Wholesale Value of New and Used Cars 
Sold, and Total Wholesale Financing 



of new- and used-car sales of automobile dealers is shown in Column 
12. In 1929, wholesale financing represented 15.1 per cent of the whole- 
sale value of all cars sold by dealers. In the course of ten years, this 
ratio increased to 36.9 per cent (1938), while, in 1935? percentage 
reached an all-time high of 47.6 per cent. 

Chart 9 presents graphically the relations of the wholesale value of 
new cars, the wholesale value of used cars, and total wholesale financing 
to the total wholesale value of all cars. The rise in the importance of 
wholesale financing is well marked, particularly when the downward 
trend in new-car value is considered. 
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Wholesale Financing of Used Cars 

Separate statistics on wholesale financing o£ used cars are not 
available. Even if such data existed, it is doubtful if they would be of 
much value. Since finance companies prefer to loan on new cars, it is 
natural that used-car loans would not be made until all new-car collat- 
eral had been assigned. Although General Motors Acceptance Corpora- 
tion will not grant wholesale loans on used cars, there is little question 
that the rising used-car inventory has had its effect on its new-car 
wholesale loans. Where some dealers previously did not borrow at all, 
or only to a limited extent, the increasing used-car inventory has caused 
them either to begin to borrow on their new-car inventory or to 
increase their borrowings. The result is that the wholesale financing 
of used cars is so tied up with the wholesale financing of new cars 
that it is impossible to separate them. 

Standards in Wholesale Financing 

Institutions which offer wholesale financing look to the character, 
capacity and capital of automobile dealers as the determining factors in 
granting credit. Although finance men are prone to emphasize the 
importance of character and capital, they use the chattel for security. 
Wholesale-financing loans are granted upon the surrender of a certifi- 
cate of title, a trust receipt, or a warehouse receipt, or by a chattel 

mortgage. , . 

Loans are not in the nature of blanket loans; a separate and distmct 
loan is made on each automobile, and the contract provides that this 
loan falls due the day the car is sold. 

Standards for New-Car Loans 

The standard practice is to grant a loan of 90 per cent of the whole- 
sale value of a new car; that is, the wholesale value at the factory. This 
requires the dealer to furnish 10 per cent of the value plus freight 
charges to his warehouse. But 100 per cent loans on new cars are 
widely in effect today 

“Usually the finance company invests 90 per cent of the dealer’s cost in such 
floor-plan cars, and the dealer pays the remaining lo per cent. Sometimes, however, the 
finance company invests the total cost. This is known as a ‘100 per cent floor plan.’ 
The dealer agrees to pay to the finance company the amount it invests in each car 
on floor plan either before or at the time the car is sold at retail. Usually the dealer 
pays to the finance company an amount equal to K of 1 per cent a month on the 
amount the finance company invests in his floor plan. Sometimes floor plans are made 
without any compensation whatsoever in order to be on friendly terms with the dealer 
and to aid the finance company in soliciting the purchase of his retail instruments. In 
any event the income on the investment in floor plan is so small that the operation 
results in a loss to the finance company.” The Business of Automobile Financing, pub- 
lished by Amencan Finance Conference (Chicago, Ulinois, i935)> P* 
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The rate for this service until the last few years was 6 per cent. The 
actual rate today is 4 per cent, and automobile-finance men assert that 
in many private agreements it falls below this rate.^’^ 

In addition to this charge, it is customary for the finance company to 
make a separate charge of $i for each vehicle for 90 days’ insurance 
coverage against fire, theft, and tornado.®^ 

Standards for Used-Car Loans 

It was stated previously that wholesale financing of used cars is of 
recent origin. This fact, in addition to several other important factors, 
has prevented standardization of lending practices. Among these 
factors at least two are of considerable importance. 

In the first place, strong opposition has been accorded the wholesale 
financing of used cars by the conservative finance companies. For 
example. General Motors Acceptance Corporation has steadfastly re- 
fused to floor plan used cars, on the ground that the dealers should be 
in a financial position to carry at least their used-car inventories. Com- 
mercial Investment Trust, Universal Credit Corporation, and Com- 
mercial Credit Company delayed this practice as long as they could. 
Only when further refusal to grant the automobile dealers this service 
would have entailed a loss in their volumes of retail-sales paper did 
they offer the dealer this accommodation.^® 

In the second place, the used-car field lacks standards of value. 
Since new cars have a standard market value, loans can be granted on 
them easily. However, in the used-car market, two cars of the same 

^ In conversarion with the author, April 28, i939» ^ Cleveland Trust Company 
account executive stated that some companies quote 4 per cent but discoimt the loan. 
Since the cars are sold and the loan on each car is liquidated at the time of sale, the 
actual rate of interest may be double the quoted rate. The Cleveland Trust Company 
operates on a straight 4 per cent actual interest charge on new cars. 

“All three of the nationally operated finance companies, G. M. A. C., C.I. T., and 
Commercial Credit, have reduced the rate charged dealers for new car ^r plan accom- 
modation to 4 per cent simple interest plus $i per car. Most of the larger independent 
companies have met the rate, but it is believed that they are handling the business without 
profit, if not at an actual loss, inasmuch as the big three ^ have the benefit of more 
favorable interest rates on their borrowings from baris. This is only one phase of the 
remorseless batde for business since freer competition went into effect.” “Floor Plan 
Rate Cut,” Motor, December, 1938. 

G. M. A. C. grants 6 months’ insurance coverage for $i. 

Finance companies which compete with G. M. A. C. for business of General Motors 
dealers meet this rate, according to a member of the staff of the Cleveland Trust 

^“iLans will be made on used car stocks based on NADA average value . . . . 
Commerdai Credit Company states that it has *no ofSdal plan for used car wholesale 
finanring as such, but we do advance against used cars where the situation warrants. 
“C. I.T. to Finance Dealers’ Trade-Ins,” Automotive Industries, LXXIV (i 936)9 Feb- 
ruary 8, 167. 
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year and model may vary greatly in their market values, necessitatin| 
individual appraisal before a loan can be extended. 

Since wholesale financing standards are nonexistent for the industry 
each finance company works out its plan, or copies the plan of a com 
petitor. One firm extends the cash or wholesale value®® of the usee 
cars in stock, with a provision that the loan be reduced 10 per cent foj 
every 30 days that the car remains in inventory.®^ Another finance 
company extends 100 per cent of the retail value on the models of the 
current and previous year (1939 ^tnd 1938 models), 90 per cent on 193^ 
models, 80 per cent on 1936 models, 70 per cent on 1935 models, 60 pei 
cent on 1934 models, and no loans on cars over five years old.®' 
Variations of these methods are used by competing finance companies 
The heavy overhead expenses in keeping a book inventory and i 
physical check on the inventories of dealers explain the reason for th( 
unprofitable nature of wholesale financing. A further difficulty hai 
been forced upon the finance companies in Ohio by the passage of th( 
Ohio Certificate of Title Aa, which requires a manufacturer’s certifi 
cate for each car, commonly referred to as a “birth certificate.”®® 

Briefly, the idea is that the manufacturer shall issue, for eaef 
motor vehicle sold to a dealer, a certificate identifying the vehicle, anc 
giving the name and address of the dealer to whom it is sold. If thii 
dealer sells to another dealer, he shall endorse the certificate to hii 
purchaser, and so on, until the vehicle is disposed of to the consumer 
If the finance company should insist upon holding this manufac- 
turer’s certificate imtil the dealer has liquidated his indebtedness, the 
dealer would suffer the embarrassment, at the time of making a sale, oi 
being unable to pass title to the car. The larger finance companies 
have recognized this feature, and have permitted the better dealers 
to keep the certificates from the manufacturers, thereby sacrificing 
control of the security for their loans.®* 

When this is done, the finance companies find that it is not only 
necessary to take an inventory of cars on which they have granted 

®“ Ca5h value and wholesale value generally are regarded as synonymous, and are usually 
approximately 35 per cent below the current retail market price. The NADA Guide 
Book quotes a wholesale price, while the National Used Car Market Report, Inc., gives a 
cash value. Some variations exist, but for general purposes they are the same. 

^ This is the plan followed by the Cleveland Trust Company, Cleveland, Ohio. 
Conversation with a representative of The Sun Finance Company, Cleveland, Ohio, 
April 34» 1939* 

** Time sides Financings February, I939> P- 7» 

In conversation with the author, July 18, 1939, Mr. Edward L. Payton, Cleveland, 
Ohio, national consultant for automobile d^ers and automobile finance companies, 
stated that “the major losses of finance companies are sustained in wholesale financing 
on accoimt of conversion.” 



193 


AUTOMOBILE-SALES FINANCING 

loans, but also to check the presence of the manufacturers certificates 
which the dealers could hypothecate for other loans. 

Obtaining Wholesale Financing Aid from More than One Source 
Another question which might be raised is whether or not a dealer 
can obtain financial aid from more than one finance company. Since 
General Motors Acceptance Corporation will not floor-plan used cars, 
General Motors dealers who are in need of aid in financing their used 
cars must turn to other finance companies. Some finance companies, 
however, insist on exclusive wholesale financing arrangements, because 
they regard a single arrangement to be less troublesome and more 
easily administered.^® 

Relationship of Wholesale Financing to Retail Financing 

It has been pointed out that wholesale financing, although large 
and important, is unprofitable for finance companies, and that the 
finance companies render this service primarily in order to obtain the 
profitable retail paper. Since this is true, it is advisable to compare the 
volume of wholesale financing with the volume of retail paper pur- 
chased. Table 30 gives the total wholesale loans and total retail paper 
purchased by the automobile-sales finance companies. 

Table 30 — Wholesale Loans and Retail Paper Purchased by 
Automobile-Sales Finance Companies, 1929-1938 

(Source: “Composite Experience of Sales Finance Companies and Automobile Dealers,” 
National Association of Sales Finance Companies [Chicago, Illinois, 19391 * 
Appendix E.) 

(Million Dollars) 


Year 

Total Wholesale Loans 

Total Retail Paper 
Purchased by 

Automobile Finance Companies 

1929 

678 

1,617 

1930 

661 

1,228 

1931 

554 

950 


330 

536 

1933 

500 

627 

1934 

907 

894 

1935 

i >403 

1,158 

1936 

1,704 

1,7x6 

1937 

1,887 

1,721 

1938 

991 

I,OH 


The Cleveland Trust Company refused to work under a dual arrangement, accord- 
ing to a member of the staff. 
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This table shows the growth o£ wholesale financing in relation to 
retail financing* In 1929, wholesale financing amounted to about 42 
per cent of the retail paper purchased; in 1937, wholesale financmg 
exceeded retail financing, and, in i93^> wholesale and retail financing 
were about equal. 

If these amounts are of a similar nature, the question arises as to 
how a finance company can operate profitably, since wholesale financ- 
ing in itself is regarded as unprofitable. The answer lies in the turnover 
rate of wholesale loans. While wholesale loans for a year may equal 
in total the retail-sales paper, the wholesale loans are of much shorter 
duration. 

The automobile dealer seeks to turn his inventory 12 times a year; 
the average turnover probably is about 8 times a year at the present 
time.®® If such is the case, the finance companies would need to have 
only one-eighth as much capital tied up in wholesale finance loans as 
the figure for the annual volume indicates. For example, in 1938, they 
would have had $124 million invested at one time. This, of course, 
assumes that the inventories of dealers remain fairly constant. 

On the other hand, retail-sales paper has a much slower turnover 
rate; the average retail note runs approximately 15 months.®^ Since 
the notes are paid off monthly, the actual turnover would take place 
about every 8 months, indicating that instead of having needed $1,01 1 
million to carry this much paper, approximately $537 million was 
needed in 1938. Hence, between 4 and 5 times as much capital is tied 
up in retail finance paper as in wholesale loans on inventories. 

This, then, means that the profits of the retail paper must compen- 
sate for the 16 per cent to 20 per cent of finance companies' funds 
which are unprofitably invested in wholesale paper. 

Significance of Wholesale Financing to Retail-Sales Paper 

Wholesale-financing loans supply the automobile dealers with ap- 
proximately 40 per cent of the funds they need to finance their car in- 
ventories.®® Since not all dealers avail themselves of this service, and 
some dealers do so only to a limited extent, it can be inferred that 

Milan Ayres, “The Growth of Wholesale Financmg,” Time Sales Financing, April, 
1936. p. 6. See dso Chapter IX, “Used Automobile Inventories of Dealers.” 

Deders in Chicago experienced a unit turnover of 9.5 times a year and a capital 
turnover of 8-2 times a year. 

G. M- A. C.’s experience for 1938 showed an average of 16.22 months for new 
cars financed, 12.42 months for used cars financed, and an overall average of 13*73 
months. But since G.M. A. C, is more conservative in its operations, a slightly longer 
period is probably justified for the average of all financing. (Conversation with an 
executive of General Motors Acceptance Corporation, Cleveland, Ohio, July 14, 1939*) 

^ See T^ble 30, supra* 
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finance companies, in many instances, floor-plan more than 50 per cent 
of the inventories of many dealers.®® Such dealers are in a position 
where they feel that they are compelled to discount their retail paper 
with those finance companies rendering them wholesale finance accom- 
modations, This has a significant bearing on retail-sales financing. 

®®Mr. A. N. Benson, then Secretary of the National Automobile Dealers Association, 
in a personal interview, December 28, 1938, Detroit, Michigan, stated that he believed 
finance companies had a greater equity in the automobile dealerships of the United 
States than did the dealers themselves. No figures are available for proof of this 
statement. 

Mr. T. E. Courtney, Vice President, National Automobile Sales Finance Companies, 
in a letter to automobile dealers published m Time Sales ’Financing, January, 1938, made 
the followmg comment: “In commercial banking and the small loan business and 
practically all other operations, it is never possible to borrow more than, and m a good 
many instances it is impossible to borrow as much as, a dollar for each dollar’s worth 
of workmg capital. We find our automobile dealers borrowmg anywhere from five to 
twenty times their capital.” 
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FINANCING RETAIL AUTOMOBILE SALES 

When an automobile buyer purchases a car on a time-payment plan, 
he signs a note, or a series of notes, calling for payments on specified 
dates. These notes are designated as retail-sales finance paper. The 
customer has thus created a note which the dealer can (i) hold and 
collect on the due date, (2) pledge as collateral for a bank loan, or (3) 
discount with a sales finance company, the car serving as primary 
security for the loan. 

The discussion of retail-sales financing lends itself to two major 
divisions : first, a quantitative analysis of retail financing over the past 
decade; second, an analysis of the components which make up the size 
of finance charges to consumers — (a) terms upon which the contract 
is based, (b) elements of a finance company’s costs, and (c) insurance 
charges. 

Trends in Retail Financing 

Comprehensive statistics on retail financing of automobiles are not 
available, but from those gathered and published by the United States 
Department of Commerce and by the National Association of Sales 
Finance Companies, it is possible to determine the approximate amount 
of instalment sales, excluding, of course, those cash sales which include 
credit obligations arranged for through channels other than the dealers. 

Table 31 presents the experience of the automobile-sales finance 
companies which report to the United States Department of Com- 
merce. The data relate to approximately 68 per cent^ of all automobiles 

^ This percentage was arrived at in the following manner: The total number of cars 
sold on instalments was obtained by multiplying the registered number of new and used 
cars sold by 5a per cent and 60 per cent, respectively — ^the percentages of new and used 
cars sold on time, according to the Trade Survey of the National Automobile Dealers" 
Association. The data presented by the National Association of Sales Finance Companies 
in its composite table on the value of cars financed ($1,011,000,000) represent 67.9 
per cent of the value of all cars financed. The computations are outlined below: 


igs8 Average 

Type S(3^s Per Cent Total Value Total RetaiU 

of Car Re^strations Ftnanced Financed of Note Finance Paper 

(Number) (Per Cent) (Number) (Dollars) (Dollars) 

New cars 2,256,370 52 1,173,000 630 739,000,000 

Used cars ........ 4,540,000 60 2,724,000 275 749,000,000 


Thus, $1,011,000,000 is 67.9 per cent of $1,488,000,000 (total new- and used-cars 
finance paper). 
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Table 31 — Retail-Sales Financing of New and Used Cars, 1928-1938^ 

(Source; Adapted from Compost^ Experience of Sales Finance Companies and Automobile Dealers, National Association of Sales Finance 
Companies, Chicago, Illinois, 1939.) 
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value of all cars financed. See footnote i, p. 197. 
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sold on the instalment plan; consequently, they can be regarded as 
indicative of automobile financing trends. 

The percentage of instalment sales to total sales has remained fairly 
constant throughout the past eleven years (Table 31, Columns i, 2 and 
3). Since 1928, approximately 6 out of every 10 automobile buyers 
have purchased their new or used cars on the instalment plan.^ The 
ratio of instalment purchases in depression years dropped slightly, 
due, without doubt, to the uncertainty of employment and income 
which deterred many potential consumers from making long-term 
commitments. 

Columns 4, 5, and 6 show the number of new and used cars 
financed over the eleven-year period from 1928 through 1938. More 
cars were financed in 1936 than in any other year in automobile history; 
in fact, in the sample used the 1936 total exceeded the 1929 total by 
700,00 cars. However, further examination of the data shows that the 
number of new cars financed in 1929 and 1936 was approximately the 
same, and that the 700,000 increase in the number financed was 
attributable to the increase in used cars financed. 

In 1938, more than two used cars were financed for each new car. 
Granting that this is exceptional because of the 1938 recession, the trend 
over the past eleven years shows a fairly consistent increase in the 
importance of the used car in the automobile industry, as seen in 
Chart 10. 

Columns 7, 8, and 9 show the trends in the dollar volume of retail 
paper financed. Chart 10 shows the movement of finance paper in 
millions of dollars for each of the eleven years. 

Columns 10, ii, and 12 present the average value of the notes pur- 
chased by finance companies. Finance companies have operated, gen- 
erally, under the policy that notes should not exceed wholesale value® 
— ^they object to financing the mark-up of dealers. 

A comparison of the average value of used-car notes with new-car 
notes shows that, in the years of the depression, the average used-car 
note dropped relatively much more than did the average new-car note, 
indicating much greater flexibility in the price of used cars in the 
depression period than in the price of new cars. 

Column 15 shows the ratio, in percentage form, of the average value 
of used-car notes to the average value of new-car notes, and indicates 

* This is a conservative estimate, for many cars are purchased vwth cash funds secured 
through banks, personal loans, or private borrowings. These are called cash sales, but 
are, in reality, time-payment sales. 

*A comparison of the average new-car-note value with the average wholesale car 
value, as shown in Tables 31 and 4, respectively, supra, substantiates this. 
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that a stable relationship exists in periods of prosperity, and that the 
value of the used-car note drops further in periods of depression. 
Possibly such action is the result of lower consumer purchasing power 
and the necessity of dealers to liquidate their inventories. 

Chart io — Retail Financing of New and Used Cars, 1928-1938 

(Source: Table 31.) 
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Columns 13 and 14 are computed from Columns 4 to 9, inclusive. 
Inspection of these two columns reveals the growing importance of the 
used car in the finance market, in both car volume and dollar volume. 

Components of Finance Charges 
Standard Terms in Retail Financing 

The National Association of Finance Companies, in 1924, adopted 
a resolution establishing standard finance terms, as follows: (i) one- 
third down on new cars, with 12 months to pay; and (2) 40 per cent 
down on used cars, with 12 months to pay.^ At various times since 
1924, these standard terms have been modified. Since 1935, the follow- 
ing terms have been regarded as evidence of sound practices: (i) one- 
third down on new cars, with 18 months to pay; (2) one-third down 
on used cars, with 12 months to pay.® These terms represent the practice 
advocated, but, like other suggested standards, no authority exists to 
force a finance company to adhere to it. 

The basic principle of sound financing should be that the wholesale 
value of the automobile, at all times, be greater than the balance due on 
the customer’s note. This would necessitate a down payment on new 
and used cars that would reduce the note to at least the wholesale 
value of the car. In addition to this, the monthly payments should be 
large enough to keep pace with the dccHne in the market value of the 
car. Such a policy would possess the flexibility needed in a changing 
market. The primary advantage of the system of one-third down is to 
oJffer the trade a rule-of-thumb method by which to operate. 

Deviations from the Standard — Conservative finance companies 
readily discount dealers’ notes when the suggested standard is complied 
with, but when a deviation occurs, a thorough investigation is made 
to determine the soundness of the credit risk.® 

During the middle thirties, there was an epidemic of easy terms for 
new cars, precipitated by Chevrolet’s advertisement of the 6-per-cent 
plan. The Ford Company retaliated with a $25-a-month plan, which, 
in turn, was copied by other manufacturers. In order to move used-car 
stocks, it was necessary to liberalize used-car terms correspondingly, 
but, even so, the exceedingly easy terms on new cars resulted in an 
mcreased supply of used cars, and a decreased demand for such cars. 

* See historical devdopment, in Chapter XC, supra, 

® “Standard down payment, to and induding 1935, means 1/3 for new cars and 
40 per cent for used cars. For later years it means 1/3 for both new and used cars.” 
See Composite Experience Table, Part 2, Appendix E. 

“Persons on salaries, such as mail earners, policemen, and school teachers, can pur- 
chase new cars with considerably less than one-third down. 
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Easy terms probably reached their peak in 1937; in. 1938, the trend 
was again definitely towards safer ground — larger down payments and 
jewer monthly payments. This is shown by the experience of the 
finance companies during the past three years. 

The majority of dealers and finance companies have sought to 
maintain the standard, or, at least, have tried to operate as close to 
standard terms as possible. However, dealers and finance companies, 
because of factory sales-pressure and finance-company competition, 
have been forced to deviate from good practice frequently. 

Table 32 — ^Percentage Distribution of Number of Monthly 
Payments on Retail-Sales Finance Paper, New and Used Cars, 

1936-1938 


(Source: Composite Experience Table, loc. ciu) 


Year 

Range in Months for 

New-Car Paper 

Range in Months for 

Used-Car Paper 

I 

to 

12 



Over 1 
24 

H 

13 

to 

18 

19 

to 

24 

Over 

24 



1 Per 

Cent 



Per 

Cent 


1936 

28 

45 

25 

2 

65 

33 

3 

(a) 

1937 

22 

1 34 

39 

5 

47 

48 

4 

1 1 

1938 

28 

47 

25 

(a) i 

49 

49 

2 

(a) 


* Less than one-half of i per cent. 


Finance companies, at various times, have been the victims of un- 
scrupulous dealers. One of the most common practices that finance 
companies have to guard against is misrepresentation of the customer’s 
equity. This misrepresentation, frequently, is accomplished by a dealer 
through a fictitious valuation of a trade-in. For example, a prospect 
wants to purchase a $600 new car, but all he has as down payment is a 
used car with a $150 market value, which represents an equity of 25 
per cent. The contract is so written by the dealer that the new-car 
price is stated at $700 (accessory prices are added but the accessories 
are not attached), and the dealer allows $250 for the trade-in, thus 
permitting the down payment requirement of one-third to be met. 
Such practices can be adapted to used-car purchases more easily than 
to new-car purchases. The finance company, in case of repossession, 
finds that the deal was unsound from its inception. 

Some of the smaller, local finance companies, too, in their competi- 
tion for business, permit the dealer to grant terms which are unsound. 
When this takes place, the purchaser of the car usually has to agree. 
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through a rigid contractual arrangement, to permit the finance company 
to obtain a deficiency judgment, to garnishee his wages, and to attach 
his furniture, if any. 

Elements of Finance^Company Costs 

The notes which the time-sales purchasers of automobiles sign 
must include, besides the balance due, financing charges and insurance 
coverage. Financing charges must be sufficient to cover (i) the money 
cost, (2) the cost of securing the business, (3) the operating expenses 
of finance companies — ^repossessions, record keeping, and collections, 
and (4) operating profit. 

Money Costs — ^Ample funds have been available to time-sales financ- 
ing institutions for some years, but the difference in rates at which this 
money is available to the various financing companies has been of 
serious concern to the local finance companies. 

In the easy-money market of the past few years, the large finance 
companies have been able to borrow money at call-loan rates in the 
New York market, with the result that they have been able to secure 
funds from 2 per cent to 5 per cent cheaper than the local finance 
companies.'^ This advantage has been hard to overcome. Here, too, 
lies the advantage of banks in their struggle for a share of this business. 

The stronger local finance companies may answer this challenge by 
purchasing the majority interest in a bank or series of banks to curtail 
the competitive advantage. 

The Cost of Acquiring Business — ^This cost may be classified into 
(a) sales and service costs, and (b) reserves, rebates, and bonuses to 
dealers. 

At the present time. General Motors is the only automobile manu- 
facturer which has a subsidiary finance company. All General Motors 
cars are sold to General Motors Acceptance Corporation when they are 
run off the production line; dealers, in order to secure cars, must 
negotiate with G.MA.C., which, in turn, offers to wholesale-finance 
these cars for the dealers. Since it is true that the financing agency 
which grants wholesale-finance accommodations is in a decidedly 
advantageous position to secure the retail-sales paper, the cost to 
GJMA.C. of purchasing the retail finance paper of dealers is probably 
less than for any other finance company.® 

1936, money costs of per $6 of ^oss income existed for the smaller com- 
panies, and $i per $10 of gross income for the larger companies. Harvey W. Huegy and 
Arthur H. Win^or, op, ciu, p. 43. 

®G. M. A. C- docs not purchase retail paper from any dealers except those handling 
Qchcnd Motors cars. 
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Until the Consent Decree of November 15, 1938,® not only did the 
representatives of G.M<A..C. urge the use of G.M.A.C- financing, but 
General Motors sales cxecuaves and fieldmen pressed dealers into 
using this service. Also, prior to that date, Commercial Investment 
Trust, Universal Credit Corporation, and Commercial Credit Com- 
pany^® were in a somewhat similar position, receiving cooperation 
from the manufacturers in handling wholesale arrangements for 
dealers. This gave the finance companies a real advantage in the 
competition for retail paper. \Vhether or not this official severance 
of factory affiliation is significant is difficult to determine until suffici- 
ent time Las elapsed to establish the effectiveness of the Consent Decree. 

Sectional and local finance companies, however, have had to sell 
their services aggressively to dealers. Only by offering something 
beyond that which the larger companies offered has it been possible for 
them to share in the business. Among the practices pioneered by these 
fiuaance companies to secure business are the following: (i) cheaper 
wholesale financing accommodations; (2) willingness to floor-plan 
used cars; (3) willingness to take a percentage of retail paper at less 
than standard terms, and (4) nonrecourse paper. 

The first three of these practices have been discussed at length in 
previous pages. Nonrecourse paper will be discussed in connection with 
repossession losses and costs. 

Another service is that of financing the dealers’ demonstrators. 
Salesmen may purchase these cars from dealers at the wholesale price. 
The finance company, in turn, will finance the wholesale price of the 
new car, requiring the salesman to liquidate the balance at the rate of 3 
per cent monthly, and to pay interest on the balance due at the annual 
rate of 6 per cent. Sales-finance contracts on demonstrators may require 
the salesman to liquidate the contract through the resale of the demon- 
strator after 3 months, 6 months, or some time prior to the close of 
the model year. Seldom do the contracts extend beyond 10 months. 

® See discussion o£ Consent Decree, infra, 

“The following is an excerpt from a letter dated September i 6 , 19$% from Packard 
Motor Car Company of Chicago, signed by C. E. Stube, Wholesale Manager, addressed 
to all dealers: • » 

“Direct Factory shipments or release from our warehouse will from this time on be 
invoiced to and paid for by Commercial Credit Company. When you are advised by 
Commercial Credit that our invoice has been paid, you will either sign the customary 
Trust Receipt papers and issue your check for whatever down payment is required so 
as to establish the item m their records as a Floor Plan or Demonstrator transaction, 
or if you prefer not to finance the shipment, your check for the invoice price will 
be accepted without additional cost to you PROVIDED you regularly discount your 
retail paper through Commercial Credit Company. If your retail paper is not offered 
to Commercial Credit Company, but instead to a loc^ bank or finance company, the 
standard charge for handling will be $1.00 flat per unit.” 
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Since demonstrators are turned frequently, and involve considerable 
clerical work and collection expense, the annual rate of 6 per cent 
interest charged by the finance companies involves little, if any, profit, 
and must be regarded as a service rendered to the dealer 

Operating Expenses of Finance Companies 

Repossessions — If a customer defaults in his time-payment obliga- 
tion, a note holder can seek to liquidate his claim through repossession 
of the car which serves as security. The general assumption is that the 
sale price of the repossessed car would be adequate to meet the remain- 
ing obligation; however, experience has shown this not to be the case. 

Table 33 — Percentage of Cars Repossessed and Average Loss Per 
Repossession, 1928-1938 


(Source: Composite Experience Table, loc. cit.) 



Percentage of Cars 

Repossessed 

Averagre Loss per 

Repossessed Car 


New 

Used 

All 

Cars 

New 

Used 

All 

Cars 


Per Cent 

Per Cent 

Percent 

Dollars 

Dollars 

Dollars 

1928. . . . 

2.9 

5.6 

4.1 

— 

— 

59 

1929 — 

3-0 

5.6 

4.2 

— 

■ — 

63 

1930 — 

3-7 

6.9 

5-4 

— 

— 

65 

1931 — 

4-5 

II.4 

8.5 

— 

— 

47 

1932 — 

5-7 

I3.I 

10.4 

— 

— 

59 

1933 — 

2.8 

7-8 

5-7 

— 

— 

42 

1934 — 

2.9 

7.2 

5-3 

64 

45 

50 

1935 — 

i 2.7 

10,7 

7-3 

67 

53 

55 

1936 — 

2.2 

7.5 

5.1 

61 

49 

51 

1937 — 

4.1 

13*2 

9.4 

53 

52 

52 

1938 — 

i 6.3 

19.2 

15.I 

70 

58 

62 


Data on average losses on repossessed cars, shown in Table 33, 
substantiate this conclusion. Table 33 shows the percentage which the 
number of repossessed cars bears to all cars financed for the period 
1928-1938, and the average loss, in dollars, sustained through repos- 
sessions of new and used cars. 

The number of repossessions of used cars was more than three 
times as high as the number of repossessions of new cars in 1938, the 
highest they had been over the past decade. There are several reasons 
which may be given for the high rate of repossessions in used cars; 
(i) Used cars are usually purchased by people of small resources who, 
on the average, have less foresight in their spending policies than do 
those with higher incomes; (2) used cars are not always properly 
reconditioned, with the result that consumers are dissatisfied and 

“Conversation with the Assistant Manager of the Cleveland Office, General Motors 
Acceptance Corporation, May 16, 1940. 
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unwilling to continue payments; ( 3 ) used cars often have been over- 
priced to parallel overallowances on trade-ins^ but consumers later 
believe they have been overcharged; ( 4 ) little or no down payment has 
been required, with a resulting attitude of carelessness on the part of 
the purchaser towards his contractual relationship; ( 5 ) loss of the car 
by repossession no longer places a stigma on a man’s character or 
credit reputation. 

The amount of the losses through repossession becomes more sig- 
nificant when it is related to the total volume of automobile retail-sales 
finance paper. Table 34 shows this comparison. Repossession losses on 
new cars account for a loss of less than i per cent, but the losses on 

Table 34 — ^Repossession in Relation to Retail-Sales Financing oe 
New-Car Sales and Used-Car Sales, 1934-1938 

(Source: Computed from Composite Experience Table, loc , ettS ) 


Year 

Total 
Number 
of Car 
Sales 
Financed 

(1) 

Repossessions 
As a 

Per Cent 
of 

Total Sales 

(3) 

Value of 
Retail Finance 
Paper 

(3) 

Average 
Loss per 
Repossessed 
Car 

(4) 

Total 

Repossession 
Losses 
(Col. 1 X 
Col. 3 X 
Col. 4) 

(5) 

Repossession 
Losses as 

Per Cent of 
Total Retail 
Paper 

(Col-5-r-Col.3) 

(6) 

1934- • 

1,064,000 

2.9 

New Cars 
$587,000,000 

$64 

$2,000,000 

0.341 

1935* • 

1,334,000 

2.7 

734,000,000 

67 

2,400,000 

0.327 

1936. . 

1,908,000 

2.2 

1,106,000,000 

61 

2,600,000 

0.235 

1937* • 

1,747,000 

4.1 

1,035,000,000 

53 

3,800,000 

0.367 

1938.. 

824,000 

6.3 

519,000,000 

70 

3,600,000 

0.694 

1934- . 

! 1,355,000 

7.2 

Used Cars 

307,000,000 

45 I 

4,400,000 

x-433 

1935. , 

! 1,792,000 

10.7 

424,000,000 

53 

10,200,000 

8,700,000 

2.406 

1936. . 

3,356,000 1 

7.5 

610,000,000 

49 

1.426 

1937. . 

2,453,000 1 

13-2 

686,000,000 

52 

16,800,000 

2.449 

1938. . 

1,793,000 

19.2 

492,000,000 

58 

20,000,000 

4.065 


used cars are rather substantial in proportion to total used-car paper 
( 4.06 per cent), and adequate reserves for repossessions must be set 
aside to meet them.^^ 

It should be realized that these figures are national figures, and that 
certain areas may experience far greater losses than the national average 
would indicate, because of depressed industrial or agricultural condi- 
tions locally. 

Provisions for Repossession: Recourse, Repurchase, and Nonrecourse 
— Since the dealer makes the time-sales contract (a contract that 

“ It must be recognized that repossessions of any one year caimot be charged solely 
to the sales of that year. Probably a sizeable percentage of 1938 repossessions was the 
result of 1937 sales. 
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includes the balance due on the purchase, insurance protection on the 
vehicle, and finance charges) with the automobile buyer, he is at 
liberty to finance the paper himself, or to discount it with a finance 
company. In the present market, he can (i) discount it with recourse, 
(2) with a repurchase agreement, or (3) without recourse.^® 

The percentage of retail-sales finance paper in each of these classi- 
fications is imcertaind^ 

All automobile retail paper was recourse paper at the beginning, 
and the dealer assumed the responsibility of the obligation if the buyer 
failed to fulfill his contract. 

Today, for the most part, only the large companies operate on a 
recourse basis, and of these, only the General Motors Acceptance Cor- 
poration operates exclusively in this manner. However, General 
Motors Acceptance Corporation has been forced to make some con- 
cessions. Instead of causing the dealer to take the car back into stock 
at the unpaid-balance price, if the value of the car is below this figure, 
the dealer pays what might be termed the current wholesale value of 
the car at the time of repossession. The other large national companies 
operate on both a recourse and nonrecourse basis, adjusting their terms 
to meet the risks involved and the competitive conditions in the 
local market. 

The sectional and local finance companies operate on both bases, 
but primarily on a nonrecourse basis. On nonrecourse paper, these 
companies assume the full responsibility, and should repossession take 
place, they market the cars. 

A hybrid form of recourse paper occasionally is noted: A finance 
company may discount a note of $500 for $400, keeping $100 in 
reserve in case of default. A compromise type of paper, known as 
“Repurchase Paper,” is also used. Here, arrangements provide that 
the dealer shall repurchase the car from the finance company, in case 
of repossession, at a fair valuation in the current market. Such a 

"^“Without Recourse — ^The finance company may buy the time-sale instrument 
from the dealer without any recourse whatsoever against him in the event the purchaser 
defaults in his purchase. In such a case, if the purchaser defaults the finance company 
must repossess the car, and if the car is not then worth the unpaid balance, the finance 
company suffers the loss. „ , . , • 

^*With Recourse — On the other hand, the dealer may sell the time-sale instrument 
to the fin^ce company and assign it under an agreement wherein he agrees to perform 
the contracts of the buyer if the buyer fails. In this type of purchase, if the buyer 
defaults, the dealer is usually required to pay the finance company the unpaid balance 
owing by the purchaser at the time of dcfeult, whether the automobile is or can be 
repossessed. The Business of Automobile Btfutneingf op* ctt.^ p. 5* 

Estimates of the amount of recourse paper sold in rdation to all retail-sales paper 
vary from 50 per cent to 60 per cent, but no assurance exists that these figures are correct. 
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practice relieves the finance company of retailing its repossessions or 
of auctioning them to dealers. 

Valid arguments can be presented for recourse and for nonrecourse 
finance paper. The recourse companies insist that it is the duty of the 
dealers who make the contracts with the purchasers to select the risks, 
and to sell only to those who can meet their contracts, acknowledging, 
of course, that all time-sales contracts involve unforeseen hazards. 
General Motors Acceptance Corporation holds that if the dealer 
assumes the repossession losses, he will exercise greater discretion in 
granting credit. The soundness of this policy is attested by the fact 
that its finance charges are the lowest of all finance companies,^® and 
are used as a measuring stick in the trade. 

The dealer, on the other hand, feels that if he can discount his 
paper without recourse he can lift a heavy contingent liability from 
his business. The repossessions which resulted from the depression, 
and from the more recent recession, convinced him of this. 

Repossession Reserves, Rebates, and Bonuses — ^Until 1925, the 
finance companies limited their services to financial counsel and aid in 
keeping inventory and control records. At that time, a new element of 
competition among finance companies developed. The financing 
interests had gained sufficient experience in automobile retail paper to 
determine that the charges made to cover reserves for repossessions were 
more than adequate. Two avenues presented themselves for competi- 
tive advantage: (i) lowering the finance rates, thus giving the benefit 
to the consumer; (2) sharing these profits with the dealer from whom 
the retail paper originated.^® Since the consumer seemed indifferent to 
finance charges, the greatest competitive advantage lay in sharing the 
profits with the dealer. 

The nonrecourse companies which were faced with this type of 
competition were forced to provide a similar income for dealers or lose 
their businesses. Since 1925, dealer reserves, rebates, or bonuses (famil- 
iarly known as “kick-backs”) have been a steady and substantial part 
of the dealer’s income. 

Reserves and rebates to dealers are higher in used-car financing 
than in new-car financing. This is possible because of two primary 
sets of conditions: (i) The factories have publicized new-car rates and 
have made marked efforts to keep these low, so that finance charges 
would not be a deterrent in the sale of new cars — this, necessarily, has 

“ See discussion of rate charts infra. 

Business of Automobile Financing, op, dt., p. j.6. 
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reduced the amount available for “kick-backs” to dealers on new cars 
sold; (2) factory indifference to used-car-finance rates, lack of public 
recognition of any standards in charges for used cars, competition 
for used-car retail-sales paper with its higher rates, and probably the 
indifference of used-car buyers to the amount of the charges have 
permitted higher reserves, rebates, and bonuses to the dealers. 

Since these “kick-backs” are used as a competitive tool to secure 
business, and vary considerably, it is impossible to determine the exact 
amount which consumers pay for this in their finance charges. Two 
methods may be used to arrive at an approximation of the amount 
collected from consumers: (i) accepting, as a basis, the comment of 
the trade that the return to the dealers approximates 3 per cent of the 
note purchased; (2) using the General Motors Acceptance Corporation 
figure of a $9 reserve for each car financed.^'^ 

If the current return of 3 per cent is accepted, it is necessary to use 
the total amotmt of retail finance paper as a base. The estimated total 
value of retail finance paper for 1938 was $1,488,000,000,^^ and 3 per 
cent of this amounts to $44,600,000. By using General Motors’ more 
conservative figure of $9 per car financed in 193^^^ ^ basis for deter- 

mining the total, an estimate of $35,073,000 is arrived at. 

How much of these reserves represents clear profit to the dealer 
can be estimated from the annual survey of dealers made by the 
National Automobile Dealers Association.^® This survey showed that 
dealers earned a reserve of $10.74 per new car sold in 1938. This figure 
represents a net amount after repossession losses and expenses for new 
and used cars have been deducted. Assuming this figure to be a fair 
sample for all dealers, the total reserves earned by all dealers on their 
sales of cars was $24,233,000, based on sales of 2,256,370 new cars in 
1938. These results indicate that finance reserves paid to dealers are at 
least twice as large as they need to be to take care of repossession losses. 

A comparison of these earned reserves, amounting to $24,233,000, 
with the estimated total finance charges of $112,000,000 for 1938^^ 

^’’“General Motors III, How to Sell Automobiles,” fortune, February, 1939, p. 106. 
It is stated, in this article, that, in 1938, General Motors put $9 into finance reserves 
for each car financed. This ultimately reverted to the dealer, whether or not the car 
was repossessed. 

footnote, p. 197. , 

^The general comment of those in the business is that General Motors reserves 
probably are as low as those of any finance company. 

^ Management '‘Indicators’* for Automobile Dealers, published by the National 
Automobile Dealers Association (Detroit, Michigan, 1939)- 

^In order to arrive at the estimated finance charges, the current charge of 0 per 
cent was made on estimated new-car-sales paper, and 9 per cent, the usual charge on 
used-car paper, was applied. The result was $112,000,000 as an estimate of the finance 
charges for time-s^es contracts in 1938. 
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indicates that from 20 per cent to 25 per cent of the finance charges 
placed upon consumers was in excess of justifiable charges for financing. 

The findings above are substantiated by the following memorandum 
of the Department of Justice 

From 1925 to 1937 inclusive one company was alleged to have repaid 
to dealers as such, rebates more than $40,000,000, and in the year 1936 to 
have repaid more than $5,000,000 after collection of this sum from the 
public as financing charges. For the year 1936 this amounted to $10.45 
each car financed, or between 20 to 25 per cent of the average finance charge. 
During the year 1936, all automobile finance companies collected more than 
$60,000,000 of excess finance charges later rebated in this manner. 

In addition to this, in one case the finance company entered into a 
direct contract by which the automobile manufacturer agreed to deliver 
the business of its dealers and receive a percentage of the net profits of the 
finance company. Under this system the manufacturer received from the 
finance company $1,700,000 or in 1936 the equivalent of $2.65 on each 
car financed.^® 

The survey of 1938,^^ made by the National Automobile Dealers 
Association, showed the dependence of automobile dealers on finance- 
company reserves, rebates or bonuses/® In the six years, 1933-1938, 
automobile dealers showed a profit, on the average, but if the earned 
finance reserves were deducted, losses would have been shown in the 
years 1933, 1934, and 1938. 

It is also interesting to note that from 1934 the amount of the ‘‘kick- 
back” netted has steadily climbed from $5.55 per new car sold in 1934 
to $10.74 per new car sold in 1938. 

The following illustration shows how reserves, rebates, and bonuses 
enter into a time-sales-financing contract. Assume that an average 
balance due on a new car purchased on time is $500. The finance 
charges may be $29.92, if the contract has been written for 12 equal 
monthly instalments.^^ The total which the consumer would owe would 
be $529.92. The finance company would then pay the dealer $509.00 for 
the note, which would yield the dealer $9 more than he would get on 
a cash deal. Under these conditions, it is easily understandable why 
dealers prefer time sales to cash sales. 

““Memorandum of the Department of Justice Concerning Their Activities in the 
Way of Certain Proceedings Against Alleged Violations of the Anti-Trust I^ws,” Con’- 
gressiomd Record, February 16, 1938. 

“From inforniation knovsm about the national finance companies, it may be readily 
inferred that the first company referred to was General Motors Acceptance Corporation; 
the second, the Chrysler Corporation, which, as was pointed out in the historical develop- 
ment, had a finandal interest in the Commercial Credit Company. 

“ Management Indicators, loc. ciu 

“ See Appendix B. 

^G,M.A,C, Rate Chart for New Cars, 1939, is used as an example of finance 
charges. 
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Since these “kick-backs” are quite generally paid either at the time 
the note is discounted or on the first o£ the following month,^’^ they 
cannot be looked upon primarily as reserves for losses, but must be 
regarded as a source of income for the dealers. 

One prominent Cleveland dealer of a very popular make stated 
that he did not finance through the factory subsidiary finance company 
because the finance reserves which he received from another company 
were greater. This additional income, however, was reinvested in 
better reconditioning of his used cars, and he boasted that he would be 
glad to prove, if called upon, that he spent more money in recondition- 
ing his cars than any other Cleveland dealer.^® 

A second dealer claimed that reserves paid his rent and permitted 
him to operate more economically, thus inferring that the customer 
received the benefit in lower car prices. 

There seems to be little doubt that the highly competitive situation 
among retail automobile dealers has forced the dealers to pass on to the 
buyers a large share of this profit. The result has been that larger 
trade-in allowances are granted, and the cash buyer is benefiting, while 
the time-sales buyer is paying, through his finance charges, for the 
larger allowances. 

The justice of these reserves, bonuses, or rebates is debatable.®® They 
have been a part of the retail sales of automobiles since 1925, and, dur- 
ing these years, have become an accepted practice. They have become 
a part of the finance companies’ cost of doing business — sl cost which 
must be passed on to the time-sales purchaser. 

The chief argument in favor of these reserves is that the dealer 
creates the business and, therefore, is entitled to share in the profits. 
This seems rather unusual, for, in general, the business conception of 
credit extension is that it is a service which business renders without 
profit, and often at a loss. The objection to this practice is that those 
least able to pay are the most heavily burdened. This is particularly 
true of the time-sales buyer of used cars, for the reserve represents a 
larger percentage in the used-car contract than it does in the new-car 
contract. 

The more reputable automobile dealers and the more selective 
finance companies do not favor the practice. Unquestionably, it is a 
form of commercial bribery, vicious because these reserves are limited 

^ G. M. A. C. does not pay the reserve until the account is closed. 

In the survey o£ Clevdand used-car buyers, made by the ^writer, it was found that 
buyers of used cars from this agency were a satined gionp. See Chapter Xm, 

* The 1938 Consent Decree acknowledged their existence. The United States Depart- 
ment of Justice made no adverse criticism oi the practice. 
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primarily by the conscience of the dealer or of the finance company. 
If some dealers and finance companies have a conscience, it is an 
expanding one. In the latter part of this chapter, the corrective meas- 
ures which could be employed are discussed. 

Insurance Coverage on Time-Sales Purchases A. new-car buyer 
who purchases his car on a time-sales contract can ascertain what his 
insurance charges are; the agreement generally provides for an item- 
ized account of (i) the balance due, (2) the insurance charges, and 
(3) the finance charges. 

The instalment buyer of a used car, however, has no such guiding 
standard by which to ascertain his finance charges and insurance costs. 
Generally speaking, the charge on the unpaid balance is 9 per cent 
for used cars, but the buyer would find this diflScult to verify. More- 
over, insurance charges are lumped with finance charges, and both are 
quoted as one sum.^® 

There is a logical reason for this. A new-car dealer sells one make 
of new car, and it is relatively easy to determine what the insurance 
charges for models in this line would be. But in the sale of used cars, 
the multitude of different makes, models, and ages of cars handled 
makes this a most difficult problem. This situation is further^ compli- 
cated in that insurance rates are quoted for a 12-month period, and 
the finance company, in order to protect its equity, must purchase 
insurance that runs concurrently with the time-sales contract. A con- 
tract may run for 14, 15, 16, 18, or 20 months instead of the conven- 
tional 12 months. 

Under these conditions, if the actual cost of insurance protection 
were charged against each car sold, it would be necessary to put a rate 
manual on insurance into the hands of every automobile salesman, 
making him, in fact, an authority on insurance rates^ as well as an 
automobile salesman. An insurance manual is a complicated schedule, 
and if this burden were added to the duties of an automobile salesman, 
it would, at times, handicap him in consummating a sale swiftly and 
smoothly. 

Each finance company, in order to meet this difficulty, has com- 
puted its own average insurance charge for all makes and models of 
used cars— weighted for the most popular makes and models— ^d 
has established a rate per $100 of the balance due. The inquiring mind 
may raise the question as to why two customers with cars of different 
values but of identical balances due pay the same charges on their 

®®The discussion of rate charts, tnfra, includes a discussion of the cost of insurance 
to the consumer. 
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balances. For example, one buyer purchases a car for $500 and makes 
a down payment o£ $300; his balance due is $200. Another makes a 
$300 purchase and pays $100, leaving a balance due o£ $200. The 
charges £or the $200 balance due to be paid over the same period o£ 
time will be identical, but the first buyer will have insurance protection 
for a $500 valuation, and the second, for only a $3^® valuation. 

In order to arrive at an insurance charge per $100 balance due, the 
finance company must determine the average value of used cars, and 
include in its rate charges the insurance cost for this average value. 
It can be pointed out that the individual who makes a larger down 
payment is, in effect, paying lower finance charges and purchasing 
more insurance coverage. 

Since the finance companies place millions of dollars of insurance 
each year, it may seem natural that they have been accorded a substan- 
tial discount by the insurance companies. While the time-sales buyer 
has been charged an average of the full rate, the finance companies 
have been able to purchase insurance for these contracts at 25 per cent 
to 50 per cent below manual rates.^^ General Motors Acceptance Cor- 
poration has its own subsidiary, The General Exchange Insurance 
Corporation. Unlike other finance companies, it does not charge the 
insurance-manual rates, but offers insurance to the purchasers of 
General Motors cars, who finance through General Motors Acceptance 
Corporation, at rates approximately 25 per cent below the manual rate 
charges. It is believed that other finance companies have insurance- 
company subsidiaries, but make full insurance charges on their time- 
sales contracts. 

In an interview with the Vice President of the American Finance 
Company in Cleveland, the statement was made that it was doubtful 
whether insurance companies ever made a cent of profit in their 
dealings with finance companies. 

The insurance angle of the financing of cars has another interesting 
aspect. Most automobile dealers look to their repair departments for 
a portion of their profits. A share of this business may come from cars 
which they sold on instalments, and on which instalments are still to 
be paid. Naturally, they are anxious to get the business paid for by 
insurance claims, but if the insurance adjuster shops for the best prices, 

’“'The National Automobile Underwriters Association, at a meetmg of its m^ber- 
ship held on February 16, 1939, voted to place a top limit of 30 per cent on commissions 
paid on major automobile finance accounts, and 25 per cent on local accounts. The 
Association’s ruling specifies that this change is to be adhered to by member companies 
as soon as their contracts permit them so to do, but in no event later than February i6, 
1940. American Finance NewSt March 20, 1939* 
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either the dealer may fail to get the business or be forced to accept it 
at a less profitable price. 

If the dealer should fail to get the business, he may blame the 
finance company and henceforth sell his retail paper to another finance 
company, which, he would hope, would have a favorable working 
agreement with its insurance adjusters. For this reason, the finance 
company may contract with an insurance company not only on the 
basis of insurance costs, but also on the basis of its willingness to 
turn the repair business, which results from damage by fire, theft, or 
collision, to the dealer who made the sale. 

Rate Charts 

The components of financing costs which the consumer must pay 
have been discussed. The means by which dealers are informed of 
these charges, and upon which dealers are instructed to base contracts 
for customers, are printed schedules of monthly payments, the amounts 
of which are classified by the number of payments and the balance 
due on each sale. 

The development of rate charts in itself affords an interesting study 
of the relationship between the automobile dealer and the finance 
company. In the early stages of automobile time-sales financing, the 
finance companies instructed dealers to add a flat percentage of the 
balance due to the contract. As contracts of varied lengths, such as i 6 , 
1 8, and 20 months, became more common, it was difficult for dealers 
to determine the proper monthly instalment charges, and finance 
companies met this situation by developing printed schedules of 
monthly charges, known as “Rate Charts,” to inform dealers of the 
amounts it would cost their customers to finance contracts over varying 
periods of time. 

Gradually, the purpose of these rate charts has changed from that 
of providing information on charges to the dealers to a competitive 
tool issued by finance companies to bid for the dealers’ retail paper. 
Dealers are in a strategic position to direct retail paper towards one of 
several finance companies, and these companies have printed the charts 
to please dealers. With few exceptions, finance companies publish 
several rate charts each, giving difEerent schedules of rates, and dealers 
are permitted to select from them in quoting finance rates to their 
customers. The schedules which the dealers use, of course, determine 
the “kick-backs” to them. Frequently, the selection of the rate chart 
used depends upon the risk involved in discounting the paper. These 
charts are never dated, and are issued whenever a finance company 
feels that competitive conditions demand new ones. 
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This situation is possible because it has been only the occasional 
customer who has asked either for the name o£ the finance company 
which is to handle his time-sales contract or has made any real effort 
to ascertain whether or not he was obtaining his financing charges at 
the lowest possible cost. 

In an investigation of practices in Cleveland, one finance company 
was found to have five different sets of rate charts for new and used 
cars. Another had three schedules, and a third presented a dealer with 
a master chart, with the understanding that the finance company must 
have the basic rate of the master chart, and that it would be glad to 
have a chart printed for that dealer, in which the dealer could include 
whatever “kick-back” he so desired. 

Under such conditions, it is most difficult to present a fair compari- 
son of rate charges among the various companies, for unless one is able 
to collect all of the rate charts which all companies have in effect at one 

Table 35 — ^Financing Charges on New Cars: 

Survey of Selected Rate Charts, 1939 


Ealance to Be Financed over 12 Months 


Company 

$300 

$350 

$300 

$350 

$400 

$450 

$500 

G.M.A.C 

Cleveland Trust . 
Morris Plan Bank 

211.92 

212.00 

211.92 

264.96 

265.00 

264.96 

318.00 

318.00 

318.00 

370.92 

371.00 

370.92 

423-96 

424.00 

423-96 

477.00 

477.00 

477.00 

529.92 

530.00 

529-92 


time, a comparison of their rates may render an injustice to some 
companies, and place others in a more favorable light than they 
deserve,®^ 

Summary of Rate Charts in Use — ^Table 35 presents a sample cross 
section of the new-car charts, using a payment plan of 12 months. It 
shows the difference in the charges of various rate charts in use by 
Cleveland dealers.®® 

The new-car finance charges seem to be well standardized. This 
probably has been the result of the wide publicity given to finance 
charges on new cars. The 6-per-cent plan, publicized by the major 
finance companies and the manufaaurers, without doubt has had its 
influence.®^ 

In conversation with the writer, an executive of the American Finance Conference 
stated, when asked whether association members filed their rate charts with the associa- 
tion, that it would be next to impossible to keep pace with the changes. Loc. cit. 

**If this table is prejudicial to any company, it is without intent. 

** In 1937, the Federal Trade Conunission, upon the complaint of local ^d regional 
finance companies, ordered that this type of advertising be di^ntinued, inasmuch as 
it was misleading the consumer in the belief that he was obt ai ni n g finan ce charges at 
6 per cent actual interest. Despite this order, the public still regards this as the standard 
rate, and dealers frequently point to their finance charges as meeting this standard. 
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Table 36 presents a sample cross section of the used-car charts of ten 
representative finance companies, including national, regional, and 
local automobile financing institutions.®® 

By deducting the balance to be financed from the total amount 
payable as shown in Table 36, the finance and insurance charges can 
be obtained. A summary of ^e ranges in finance and insurance charges 
for used cars, on a 12-month basis, is presented below: 


Balance to be 

Low 

High 

Financed 

Charge 

Charge 

$100 

$26.00 

$ 37 - 4 <^ 

200 

43.60 

61.84 

300 

48.84 

80.88 

400 

50.96 

98.60 

500 

58.96 

121.60 


The range in charges shows the wide variations that exist in the 
finance charges for used cars. On a $500 balance, the most expensive 
charge is more than double the lowest rate offered. 

Insurance charges are not divulged in any of these printed rates,®® 
but an analysis of G.MA.C. rates, which are the lowest quoted, shows 
an increase of only $15.36 in total charges between $200- and $500-notes, 
indicating, at least, that insurance costs per $100 would not be in excess 
of $5, and, in all probability, would be considerably less. 

Further support of this can be found in a comparison of the new- 
car finance charges which do not include insurance with the used-car 
finance rates which do. GJMA.C.’s new-car finance charges on a $500 
balance are $29.92. The same company’s used-car charges total $58.96 
on a $500 balance, a differential of $29.04. Since used-car rates are 
admittedly higher, insurance charges must be less than $29.00.®’' 

Reflection of Ris\ in Finance Charges^^ — K superficial analysis 
would indicate that some companies might be charging excessively for 
the services they render. Admitting that in many cases these charges 
are enlarged to include large dealer reserves, in other cases, however, 
higher charges are well justified. Credit risks do vary, and where 
numerous repossession losses are entailed, a corresponding charge is 
necessary. For example, a Cleveland dealer discounts his paper with 

I£ this table is prejudicial to any company, it is without intent. 

Correspondence with four state departments o£ insurance as to whether they had 
schedules of insurance charges by finance companies revealed that they had no informa- 
tion. G. M.A. C. and C-I. T. definitely evaded the question in correspondence with 
the writer. 

“’^The kinds and types of insurance sold by various finance companies are known 
to vary. Some of the less scrupulous companies merely provide sufiSident insurance to 
cover their investments; the more reputable companies cover the entire value of the car. 

Rate charts do not specify whether the paper is purchased with or without recourse. 
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* These charges, with the exception of balances of less than $130, include insurance charges. General Motors Acceptance Corporation insures 
balances of $100 and up. 

** Selected from rate charts published by 24 different finance companies domg business in Cleveland. 
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three organizations: Central National Bank, General Motors Accept- 
ance Corporation, and the Globe Finance Company. The first two 
institutions take reasonable precautions in the paper they discount. 
A rejected deal, or a deal which involves a doubtful risk, is handled 
through the Globe Finance Company on a nonrecourse basis. These 
questionable deals not only involve large repossession losses, but also 
include heavy collection expenses, necessitating larger finance charges 
than are required by the more selective agencies. 

Frequently, dealers who are unable to finance a deal through the 
companies with which they currently discount their paper will call 
up various finance companies and ask whether such paper would be 
discounted.®® 

If a finance company is anxious for business, and feels that this 
might be an entering wedge towards securing more of this dealer's 
paper, it might accept the deal; however, in such a case, it would be apt 
to use a high finance rate chart. 

Many local finance companies aid the dealers in the sale of low- 
quality used cars by assuming questionable credit risks. In this way, 
they grade the various classes of risks that fall below the standard 
requirements of the larger, more selective finance agencies. Risks that 
deserve better rates than the standard rates are at least being given 
special attention. Why should an individual whose initial payment 
represents 50 per cent or more of the car’s value be called upon to bear 
the same charges per |ioo due as the man with a 33.3 per cent equity? 
Recognizing that this situation was inequitable, and that a differential 
charge would be an excellent wedge towards getting more of the 
desirable business, a group of finance companies operating in non- 
competitive areas, under the leadership of Mr. Owen L. Coon,^® 
inaugurated the following arrangements and offered them to the 
public in June, 1939: 

_ _ Annud Rate Charge 

Doum Payment on Balance Due 

60% 3% 

50 4 

33.3-40.0 5 

25-0 -33-3 o 


** While interviewing a finance-company executive on April 28, 1939, a telephone 
call interrupted the interview. A dealer asked if that finance company would finance 
a balance of $216 on a 1936 Ford DeLuxe Coupe. A quick check of the Guide Book. 
showed the wholesale value to be $185. The response was that if a furniture lien could 
be included it might he considered. Only the local or regional companies would accept 
this type of business. 

^President, American Finance Conference, and Chairman of the Board, General 
Finance Corporation, Chicago, Illinois. 
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These accommodations are given on new cars only, but this service 
represents the first pubhc acknowledgment that risks above the standard 
terms should also be graded and charged according to their credit 
rating. 

This program has more to it than merely seeking justice for the 
preferred buyer; it is a direct effort to counteract the movement on the 
part of banks towards personal loans to the preferred group, which, 
because of economic position or earning capacity, can readily obtain 
these loans. The appeal is directed to dealers to sell these prospective 
buyers on finance-company services, and so, in a measure at least, 
protect the dealers’ finance reserves and the repair business which 
insurance companies affiliated with the finance compames^^ 
dealers who created the business. 

''Finance Facias** 

Some unscrupulous dealers have sought to increase their profits by 
making extra charges of which the customer and the finance company 
may or may not be aware. The members of the Cleveland Finance 
Club^^ defined ‘‘finance pack,” in an agreement made with the Cleve- 
land Better Business Bureau, April i, 1937, as follows: “A pack is any 
amount over and above the published rate chart mutually agreed upon 
for discounting automobile paper between the finance company and 
the dealer.” These packs are not to be confused with dealers’ reserves 
which are included in the finance rate chart. 

Automobile purchasers, through ignorance, indifference, or faith 
in a dealer’s integrity, have made it easy for a dealer to increase the 
finance charge. These overcharges, usually, are the result of the 
customer carelessly signing his contract in blank or neglecting to read 
its provisions. 

The packing or overcharging is accomplished in two ways: (i) by 
charging the customer an amount in excess of his verbal agreement; 
(2) by not giving the customer what he thought he paid for. 

The files of the Better Business Bureaus in the larger cities are filled 
with complaints on finance packs, but since customers blindly sign 
agreements in blank, there can be little redress by direct legal action. 

In order to illustrate finance-pack methods used by automobile 
dealers, four cases investigated by the Detroit Better Business Bureau 
arc presented.^^ These cases illustrate (i) the size of packs, (2) the 

^ See discussion supra. 

An informal organization of finance men- 

"In February, 1937, the Detroit Better Business Bureau sought to have revok^ the 
license of the Standard Motor Sales Corporation, and presented these cases as testimony 
in a trial before the Michigan Secretary of State, who, under state law, tries such cases. 
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balloon note, and (3) the withholding from the customer of services 
he thought he paid for, 

Cas(s^ I: The Magnitude to which Finance Pac\s May Grow-— In 
this case, the complainant bought a used car in response to the following 
ad in the Detroit News:^^ 

Nash — Latest 1936 6-cylinder built-in-trunk 4-door touring sedan; heater, 
’37 plates, finished in beautiful Cordova gray; spotless mohair trim, dual 
acc. group; really a beauty; you’ll know it’s a bargain at only $539.50? 
$119.50 down or your car. Hurry- Your dollars bring more at the Big 
Store, 3651 Woodward. Reliable since 1920. 

Complainant, Edward Callaghan, 2215 Lawndale, Detroit, Michigan 
Was allowed $159 on his old car and paid an additional $44.77 as down 
payment— a total credit of $203.77. The 3% sales tax on $539-50 is $16.19, 
making total selling price $555-69- That left $351.92 to be danced. 

Mr. Burman, of Associates Investment Company, testified that the 
figures submitted on this deal by Standard Motor Sales showed the selling 
price $708.77, trade-in $159, cash $44.77? leaving $505.00 to be financed 
through 18 payments of $35.32, or a total of $635.76 to be paid. 

The indicated overcharge in this Callaghan deal was therefore $153.08 
plus a finance charge on the overcharge, plus $12 dealer reserve or 
kick-back included in the finance charges without the customer’s knowledge. 

Callaghan testified that after complaint had been made to both the 
Bureau and the Prosecutor’s office, Standard Motor Sales (which had resold 
his trade-in) “reversed the deal,” but refunded only $119 of the $203.77 
credit. 

Case II: The Balloon-dSf ote Contract — Such a contract consists of a 
series of notes of moderate size with a final note which is much larger 
than any of the equal preceding notes. This practice is frowned upon 
by the better dealers and the leading finance companies, for the follow- 
ing reasons: (i) It generally means that the customer has purchased 
a car in excess of his buying power, and it is, therefore, unsound business 
practice; (z) refinancing of the balloon note invariably takes place with 
an extra charge for this service; (3) the customer may not be made 
aware of the balloon feature. 

Complainant Lester Klingensmith, 3323 Harris, Ferndale, bought a 
used 1935 Chevrolet at an agreed price of $395.00 being allowed $35.00 on 
his old car, and paying an additional $48.85 as down payment — a total 
credit of $83.85. The 3% sales tax on $395.00 is $11.85, with the $2.00 
transfer fee making the total selling price $408.85. That left $325.00 to be 
financed, Klingensmith was told there would be ii notes of $19.50 each, 
plus a “balloon.” 

Mr. Burman, of Associates Investment Company, testified that the 
figures submitted by Standard Motor Sales on this deal showed the selling 
price $428.25, leaving $345.00 to be financed through ii notes at 
and a $143.12 “balloon,” or a total of $418,12 to be paid. 

" Detroit News, February 25, 1937. 
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The indicated overcharge in this Klingensmith deal was therefore $20.00, 
plus a finance charge on the overcharge, plus a $12.00 dealer reserve or 
kick-back included in the finance charges without the customer s knowledge. 

Case 111: Not Giving the Customer What He Thought He Paid for— 
Complainant Mar\ Hinson, 51 Holbroo\, Detroit, Michigan, bought a used 
1936 Hudson at an agreed price of $650.00,^ and having no old car to trade 
in, paid $300.00 down, signing a contract in blank. The 3% sales tax on 
$650.00 is $19.50, making the total selling price $669.50. That left $369.50 
to be financed through the Morris Industrial Plan Bank, Hinson understand- 
ing that there would be a “7% carrying charge.” 

Hinson testified that the financing was switched to Central Discount 
Company without his knowledge or consent and that when he then 
offered to pay cash in full, his offer was refused. He quoted the salesman 
as saying: ‘‘Where do you think we make our money .f* We make our money 
on the finance charges.” 

Mr. Peat, of Central Discount Company testified that the figures sub- 
mitted by Standard Motor Sales on this deal showed the selling price 
$681.50, down payment $302.00, leaving $379*5^ financed. 

The indicated overcharge in this Hinson deal was therefore $10.00 
plus a finance charge on the overcharge, plus a $15*00 dealer reserve or 
kick-back included in the finance charges without the customer’s knowledge. 

Case IV: An Illustration of All Elements Included in Finance Charges 
— Complainant Leonard Asselin, 1894^ Sunset, Detroit, Michigan, bought 
a used DeSoto at an agreed price of $575.00, being allowed $50.00 on his 
old car and paying an additional $74.25 down — a total credit of $124.25, 
The 3% sales tax on $575.00 is $17.25 plus $2 transfer fee makes the total 
selling price $594.25. That left $470.00 to be financed. 

Mr. Keith, of Continental Credit Company, testified that the figures 
submitted by Standard Motor Sales on this deal showed selling price 
$594.25, down payment $100.00, leaving $494.25 to be financed. His 
company charged $136.00 for financing, which included $9.35 insurance 
and a concealed “dealer reserve” or kick-back of $26.00, making a total of 
$630.25 to be paid. 

The indicated overcharge in this Asselin deal was therefore $24.25, 
plus a finance charge on the overcharge, plus a $26.00 “dealer reserve” or 
kick-back included in the finance charges without the customer’s knowledge. 

This last case clearly reveals the size of the reserve, rebate or bonus 
which is returned to dealers by finance companies, as well as the 
insurance charge, and the overcharge slipped in by the dealer. Here 
the finance company made a charge of $136, which, if the insurance 
cost of $9.35 were deducted, would leave a net charge of $125.65. This 
is slightly more than 25 per cent of the balance due of $494.25. Assum- 
ing that this balance would be paid over either 12 months or 18 months, 
the actual interest charged would be 46.93 per cent if paid over 12 
months, or 32.11 per cent if the contract ran for 18 months. 

Since the credit rating of the individual who purchased the car is 
unknown, and since the loan granted was in excess of the wholesale 
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valuation of the car, it might be reasonable to expect a high finance 
charge. The rate charged, however, seems excessive and w^ithout 
justification, but it explains the reason that permitted the finance 
company to grant a $26 rebate to the dealer for favoring it by selling it 
that particular finance paper.^® 

liesc cases are extreme and not typical of the automobile business, 
but the wide adoption of these practices, particularly by used-car 
dealers, and by some of the less scrupulous new-car dealers, has had a 
serious effect on the activities of ail dealers. Dealers who have had the 
benefit of this extra profit — ^realized or anticipated — ^have been able to 
advertise used cars at lower prices, or to grant larger trade-in allowances 
to prospective buyers than have those dealers who were not receiving 
this surreptitious income. Since the public has insisted on focusing its 
attention on either the price advertised or the allowance granted in 
trade, and has overlooked the costs of financing, dealers who have 
attempted to operate honestly have lost business to those less con- 
scientious. 

This situation became so serious in various cities that the Better 
Business Bureaus opened war on these practices. To the credit of the 
majority of automobile dealers and the leading finance companies, 
active support was given by them to expose such practices, and to 
re-establish honesty in the financing of automobiles. 

The Cleveland Better Business Bureau in March, 1937, inaugurated 
a program to eliminate finance packing. A series of six large advertise- 
ments were run in Cleveland papers, showing eleven steps which a 
customer should check carefully to determine the honesty of his deal. 
They are: 

Cash 

State Sales Tax 
Filing Fee 

Transfer and License 
Insurance (Kind, Cost) 

Total 

Less Cash Down Payment and Trade-In 
Total Cash Balance Due 
Finance Charge 
Total Amount Due 
Payable in Payments @ | 

"There are numerous similar cases on file in the Cleveland Better Business Bureau. 
However, in the Detroit cascsu the breakdown of the charges is recorded more completely. 
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The Cleveland Finance Club, composed o£ representatives of the 
major finance companies in Cleveland, agreed not to pack or to condone 
packing or padding of finance rates, and further agreed that each 
member should file his maximum-rate chart with the Cleveland Better 
Business Bureau,^® and that any charge in excess of these rates would 
be a violation of their agreement. 

Cleveland automobile dealers were then asked to sign an anti-pack 
agreement and to file with the Cleveland Better Business Bureau the 
rate charts to which they would adhere. Approximately 200 dealers 
filed these charts. This aggressive attack has had its effect. It has not 
eliminated the pack, but the general impression is that the practice is 
not as flagrant as it once was. The Better Business Bureau of Chicago 
instituted a program of a similar nature in the spring of 1939, and those 
in Philadelphia and New York planned like campaigns.^'*^ 

Trends Towards Improved Time-Sales Financing 
Finance-Company E-fforts 

Some of the larger finance companies have, in 1938 and 1939, 
engaged in extensive advertising campaigns to gain consumer goodwill, 
and to achieve not only consumer recognition and acceptance but 
consumer insistence for their services as well. An outstanding example 
of this is the 1939 campaign of the General Motors Acceptance Cor- 
poration, which had as its objective the reaching of ten million auto- 
mobile owners during the first half of the year.^® 

A piece of direct mail was sent to every registered car owner in 
thirty metropolitan areas throughout the United States. This consisted 
of a finance rate chart for new cars with a full explanation of how to 
compute finance charges in the event of a new-car purchase. 

This, subsequently, was followed by mailing, to all registered 
owners of cars in the 1932 to 1936 classification, a chart showing used- 
car finance charges for the particular areas in which the owners resided. 
This, probably, is the first nationwide attempt by any finance company 
to publicize used-car rates. Moreover, it pointed out to the prospective 
buyer the amount and kind of insurance coverage he would obtain 
under a General Motors Acceptance Corporation contract. This was an 

*®The writer, in reviewing these rate charts, noted that many companies did not 
file their own chart, but that of a competitor which had a higher rate, to serve as their 
maximum charge. 

“Better Business Bureaus Expose Finance Pack Racket,” N. A. D. A. Bulletin, Febru- 
ary, 1939, p. 4. Also, Time Sales Financing, March, 1939, p. 6, 

Conversation, July 10, 1939, with the Assistant Manager of the Cleveland Office, 
General Motors Acceptance Corporation. 
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implied warning to him to check the insurance oflered under any other 
finance plan. 

This direct-mail campaign was supported by extensive newspaper, 
national magazine, and billboard advertisements, and by dealer display 
material. The educational character and the high plane on which 
the campaign was conducted could not help but create public confidence 
and goodwill. 

'Legislation and Government Control 

A discussion o£ this subject must be divided into two parts: (i) 
the regulation o£ the industry to insure fair competition; (2) the 
regulation of finance-company practices to protect the consumer. 

Regulation of Competition — ^The historical development of auto- 
mobile-sales finance companies showed them belonging to either of two 
major associations: (i) The National Association of Sales Finance 
Companies, principally supported by General Motors Acceptance Cor- 
poration, Commercial Investment Trust, Commercial Credit Company, 
and Universal Credit Corporation; (2) the American Finance Confer- 
ence, which represents more than 350 local and sectional finance 
companies. 

In 1936, the fight between these two groups blazed to high pitch. 
The American Finance Conference accused the automobile manufac- 
turers and their owned and affiliated finance companies of coercive 
and unfair competitive practices which violated the United States Anti- 
Trust laws. This coercion, it was argued, consisted of a number of 
forms: (i) refusal of independent finance company checks at the 
factory to cover wholesale loans to dealers when they took delivery of 
cars; (2) delayed delivery of body types needed; (3) forced delivery 
of other types not wanted; (4) delayed delivery of any type of car at 
time of introduction of new models; (5) threat of cancellation of 
franchise; (6) multiple dealer representation without economic justi- 
fication; (7) various and sundry dealer persecutions.^® 

An extensive investigation was made by the United States Depart- 
ment of Justice, and in September, 1937, Federal Grand Jury hearings 
were held in Milwaukee, Wisconsin. On October 22, 1937, Judge 
Ferdinand Geiger, the presiding judge, became incensed over the efforts 
of the Department of Justice to effect an agreement with the defendants 
during the Hearings, and dismissed the Grand Jury.®^ 

^ The Automobile Finance Business, op. cit., p. 7, 

This Grand Jury dismissal action was subjected to a Congressional Heanng before 
the Committee of the Judiciary, House of Representauves. The conduct of the Court 
and the Pcderal Department of Justice was investigated. The proceedings were printed, 
January 25, 1938, under the tide. Official Conduct of Judge Ferdinand A. Geiger. 
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Proceedings were again started by the Department o£ Justice, and 
in June, 1938, the Federal Jury sitting in South Bend, Indiana, indicted 
the Ford Motor Company, the Chrysler Corporation, and General 
Motors Corporation, and the four national finance companies. By this 
time, Chrysler Corporation had sold its 55,000 shares in Commercial 
Credit Company and had cancelled its contract. Ford had severed his 
connection with Universal Credit Corporation in 1933 had never 
been accused of participation in finance charges. General Motors 
sensed that the Government would require a divorce between it and 
its subsidiary and refused to enter negotiations- At present it is fighting 
the charges of the indictment.®^ 

On November 15, 1938, the Ford Motor Company and the Universal 
Credit Company, the Chrysler Corporation and the Commercial Credit 
Company entered into consent decrees with the United States Govern- 
ment.®^ The decision resulted in a partial victory for both sides. The 
defendants agreed to refrain from the coercive practices of which they 
had been accused, although they denied that they were guilty of violat- 
ing the Anti-Trust laws. The defendants, however, obtained the free- 
dom to recommend retail finance plans to dealers and to the public. 
Moreover, finance companies that desire factory endorsement must 
agree to adhere to certain rules of good conduct by filing a registration 
statement with the court. The regulations require any registering 
company to comply with the following: 

1. To provide the purchaser with a character of insurance for which he 
has bargained and to tell him the amount of the insurance premium. 

2. Not to require or accept assignments of wages or to garnishee wages 
to collect deficiency judgments against purchasers of low priced auto- 
mobiles where the purchaser has on request of the company surrendered 
the car . . . 

3. Not to take deficiency judgments on repossessed cars where the pur- 
chaser has paid 50% of his note; and if a repossessed car is sold at 
more than the balance of the debt to account to the purchaser for the 
excess. 

4. Not to circumvent the foregoing provisions by assigning the paper to 
a third party without committing the assignee to the obligation resting 
upon the finance company. This does not apply to a full-recourse trans- 
action where the dealer re-acquires the paper. 

5. Not to charge a higher rate for granting an extension of time than an 
equivalent of the original finance charge or to charge more than 5% 

p. 227, infra, 

^ These companies signed the agreement with the stipulation that if General Motors 
and General Motors Acceptance Corporation were victorious in their suit, the consent 
decrees automatically ceased to be binding, and a further provision required a review 
at the end of four years. 
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of a delinquent instalment for waiving a default or more than actual 
out-of-pocket expenses in eflFectuating repossessions or collections. 

6. Not to require the dealer to take chattel mortgages on other property 
than the automobile financed. This is done in order to discourage the 
practice of those who have been disposed to over-reach the public by 
taking chattel mortgages on household goods as additional collateral. 

7. That the finance company will not represent that it is connected or 
afGiliated with the manufacturer or that the manufacturer assumes a 
responsibility for its acts; this, of course, does not restrain the finance 
company from stating that it is a registered company if such be the 
fact; or that it is a registered company and is offering a plan adopted 
by the factory, if that be the fact. 

8. That the finance company will not intentionally injure the goodwill of 
the manufacturer or its dealers. 

9. That the finance company will not, without the manufacturer’s consent, 
disclose to a competitor information received from the manufacturer. 

10. That the finance company will comply with the order entered in any 
subsequent proceedings on the subject of repossession loss reserves .... 

11. That the finance company will not violate any other reasonable rule of 
the manufacturer provided that such rule has been approved by the 
Department of Justice and incorporated in the registration statement 
by further order of the United States Court upon notice and hearing to 
all interested parties.®^ 

Registration with the court is voluntary, and any finance company 
may withdraw whenever it desires, but while registered, it must abide 
by the above rules. 

Although the basic considerations in the consent decrees were the 
same for the Ford-Universal decree and the Chrysler-Commercial 
decree, the details varied to some extent.®^ 

Phillip W, Habcnnan, General Counsel, Universal Credit Corporation and Com- 
mercial Investment Trust, “The Consent Decrees in the Automobile Finance Cases,” 
Time Sales Financing, December, 1938, pp. 6-8. 

Under the Ford-Universal decree, the Ford Motor Company is prohibited from 
recommending or endorsing any particular finance company, but the Ford Company 
is not restrained from adopting plans for the financing of cars, or modifying such plans, 
or from recommending their use to dealers or to the public. But if Ford promotes a 
plan or desires to make changes m its existing plans, it must notify each company 
which has requested notification thereof. Furthermore, should such a plan seem preju- 
dicial to a finance company, it has the right to ask the court to vacate the plan, on 
the ground that such plan violates the Federal Anti-Trust laws, and the court reserves 
jurisdiction to approve or vacate such plan, but any company so appljong to the court 
under the terms of the order must be prepared to give a bond against damages should 
an order vacating the plan be subsequentiy reversed or itself vacated. 

Under the Chrysler-Commercial decree, two additional provisions are included: (i) 
If and when Chrysler adopts a finance plan for retail sales of new cars, all finance 
companies which are registered under the Chrysler decree must adhere to that plan on 
new-car retail paper covering cars manufactured by Chrysler — ^the terms of the paper 
may be more fiivorable to tiie purchaser, the finance charge may be lower than the 
ojfiS-dal rate, but if it is more, the finance company must refund the excess to the pur- 
chaser; (2) if the Chrysler Company advertises either to dealers or to the public, the 
name of any registered finance company which offers the Chrysler plan, it must indude 
the names of all registered companies which also offer the plan in die territory to which 
the advertisement is directed. lhid» 
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The question of dealer reserves, rebates, or bonuses was not dealt 
with because General Motors refused to enter into a consent decree, and 
to have ruled on this point prior to the settlement of the Government’s 
case against General Motors and GJMA.C. would have been prejudicial 
against Ford and Chrysler interests. 

Another significant and important omission is the question of used- 
car financing. This omission, probably, can be traced to the fact that 
the case involved coercive practices of manufacturers in the financing 
of new cars, and since manufacturers are primarily interested in new 
cars, the used-car problem was not touched upon. But it seems fair 
to assume that if malpractices in new-car financing are eliminated, it 
will be only a question of time xmtil the same restrictions will apply to 
used cars. 

Many of the abusive practices in the financing of new and used cars, 
because of their local nature, must be corrected, for the most part, by 
local or state action, for only in exceptional instances would interstate 
commerce be involved. 

Regulation of Finance-Company Practices to Protect the Consumer 
— To the layman, it might seem strange that if he visited a finance 
company which operated two departments — a personal-loan depart- 
ment and an automobile-sales finance department — ^he would be pro- 
tected from exorbitant interest charges by law if he received funds from 
the personal-loan department, but borrowing from the other depart- 
ment would afford him no legal protection on the rate charged. If he 
borrowed money from the personal-loan department and pledged his 
automobile as security, he would be paying interest on the loan, and the 
Small Loan Act of the State, which limits the rate of interest to be 
charged, would protect him. But if he signed a note for a dealer when 
purchasing a car, no legal limits exist to regulate the amount he would 
pay for the financial accommodations accorded him. 

The numerous abuses under this contractual freedom have raised 
the question: Why can a finance company charge a rate in excess of 
the limit on rates of interest for extension of credit without violating 
usury statutes ? The Commissioner of Loans of the State of Maryland 
gives the following answer: 

The answer to this lies in the fact that by fiction of law the term “usury” 
must always be predicated on a loan, that is, usury can only arise out of a 
loan. The finance companies claim that they are not lending money, but 
instead, purchase or discount commercial paper, which in the case of the 
purchase of an automobile on time, consists of his conditional contract of 
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sale and the negotiable notes executed by him. This position is supportec 
by our courts which have followed old legal precedents. 

This is not logical as far as the purchaser of the automobile is concerned 
The purchaser is not alone in his view. A small but clear voice is bein| 
heard in dissatisfaction to the setded rule that credit sales do not com< 
within the scope of Usury Statutes. Thus in the case of Saylor vs Brady 
248 N. W. 673, North Dakota, the Court says: “If the auto buyer is able t< 
negotiate a loan for the unpaid balance of the cash price and is charged ar 
illegal rate of interest, all courts hold the transaction to be usurious and th( 
lender subjected to a forfeiture or double interest; or to loss of principal a: 
well; or in some jurisdictions, to a criminal prosecution; on the other hand 
if the regular method is used to finance the deal and the unpaid balance o. 
the purchase price is paid the dealer by the finance company which is tc 
be reimbursed by the buyer, the Courts have said the transaction is perfectly 
legal and enforceable. In one case, there is a usurious lender; in the othei 
there is no lender at all, but the result is the same. The lender is penalizec 
in the first situation, the finance company is protected in the second. Ir 
each case, the purchaser buys the automobile at approximately the same 
costs to himself. To him, however, the distinction between the two situationi 
is merely one of words, since in each case he is compelled to pay more for the 
credit obtained. The fictional character of the usury laws can be shown in 
no better way.”®® 

Some objection, however, is found in the question of putting a 
ceiling to the finance charges. Finance men ask why a limit is sug 
gested for the mark-up on their merchandise when there is no restric- 
tion upon the mark-up on other kinds of merchandise, for they 
maintain that they sell the use of money for a period of time. The 
question is one not easily countered. Probably the only answer to it is 
that because the consumer either is unable to compute his financing 
costs or is too indifierent to do so, legislation may be desirable to 
protect him. 

Other abuses against which the consumer needs protection are (i) 
delinquent charges, (2) attempts to profit through repossession^ (3) 
misrepresentation of feance charges, which includes packing, (4) mis- 
representation of insurance protection or insurance costs, and (5) 
prepayment discounts. Two methods of attack on these abuses have 
been suggested: (i) legislation which should establish penalties for 
those guilty of malpractices, without the creation of a new govern- 
mental agency; or (2) the creation of a governmental agency which 
would have the power to license and regulate dealers and finance 
companies. 

*®W- David Tilghman, Jr., Commissioner of Loans, State of Maryland, Abuses in 
the Automobile Finance Business, A Case Study of Repossessions of Automobiles by 
Automobile Finance Companies and Dealers (Baltimore, Maryland, 1939). 
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As to legislation, the major finance companies would not oppose 
reasonable measures in regard to questions of delinquency charges, 
repossession practices, prepayment discounts, and a legal requirement 
making it compulsory for the dealer to give the automobile buyer an 
itemized statement of the terms of his contract, covering the selling 
price, the trade-in allowance, the down payment, the balance due, the 
finance charges, the monthly payments, and the total of all monthly 
payments.®® 

Legislative measures, however, which provide for licensing of 
finance companies and automobile dealers have met with bitter opposi- 
tion. In spite of this, two states have been successful in enacting such 
legislation. 

Regulatory Acts — In 1935, Wisconsin and Indiana each passed 
retail-instalment-sales acts. Both of these acts provided for the annual 
licensing of finance companies which discount time-sales instruments. 
The Wisconsin act was more inclusive, embodying the automobile 
dealers and salesmen as well. 

These acts contain provisions which aim towards the elimination 
of the most offensive finance abuses. The more important provisions 
are listed below. 

1. The Wisconsin act sets 15 per cent as the maximum interest charge 
that can be made, while the Indiana act gives its governing board 
the authority to set the maximum charge. 

2. Provision is made that a complete statement of the transaction must 
be given to the buyer cither before or at the time of the sale. This 
statement must include (a) the cash price of the specific goods, (b) 
the down payment, (c) the unpaid balance, (d) the cost of insur- 
ance, (e) the total of items c and d, (f) the amount of the finance 
charge, and (g) the time balance, the number of monthly payments, 
and the date of each payment. 

3. The insurance coverage must be stated, and a policy or statement 
mailed to the buyer within 25 days after the transaction is completed, 
in Indiana; prior to 30 days, in Wisconsin. 

4. The departments administering the acts establish the discounts 
allowable for prepayment. 

5. Collectible charges in cases of repossessions are limited, thereby 
avoiding possibilities for profit from this source. 

At least two factors have prompted the opposition of automobile 
manufacturers and finance companies in their fight against the creation 

“Milan V. Ayres, “The Problem of Regulating Sales Finance Companies,” Time 
Sales financing, May, i937> PP- S'S* 
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o£ state regulatory agencies. The first might be termed the obsession 
which successful businesses have against governmental control. This 
was manifested in G.M.A.C/s attack upon the Indiana Instalment Sales 
Act, which was declared unconstitutional by the United States District 
Court, October 2, On May 18, 1936, however, the United States 

Supreme Court overruled the District Court, on the ground that that 
court was without jurisdiction, because the plaintiffs had failed to show 
that damage caused by enforcing the Act would exceed $3000.®® 

The second reason has been a fear that the state regulatory body 
might be controlled by either banking or small-loan interests which 
currently are waging a bitter fight to get a larger share of the sales 
finance paper. 

Legislation, regulation, and public opinion may gradually eliminate 
the malpractices in automobile financing, but as long as excessive 
allowances are granted on used cars, the malpractices will merely 
change in character. 

“Indiana Law is Unconstitutional,” American Finance Neu/s, October 29, 1935. 

“The Indiana Retail Installment Act,” American Finance News, June 30, 1936. 



CHAPTER XIII 


WHAT THE CONSUMER THINKS OF USED CARS 
AND USED-CAR DEALERS 

Several studies have been made by the publishers of periodicals to 
determine the reactions of consumers to their new-car purchases, and 
the factors which prompted their selection of certain makes and models, 
with incidental references to used-car buyers.^ One newspaper pub- 
lisher made a quantitative study in i6 cities to determine the makes 
purchased by various income groups, and to find whether they were 
purchased as new or used cars.^ This study was more descriptive than 
analytical, but some effort was made to forecast future consumer pur- 
chasing trends. 

In 1938, the Crowell Publishing Company in its Fifth Annual Auto- 
mobile Survey — Consumer Reactions to ig ^8 Models included a brief 
study of used cars. Among other things, data on the following ques- 
tions were assembled: (i) the prices paid by consumers; (2) whether 
or not they had cars to trade in on their purchases; (3) whether or not 
the cars traded in had been purchased as new or as used cars; (4) to 
what extent the buyers had shopped; and (5) whether or not they had 
a certain price or make in mind when they set forth to purchase their 
cars. This analysis of used-car consumers was based on data secured 
in 1936 from 473 used-car buyers in 80 cities. 

These are the only pubUshed studies of used-car purchasers which 
the writer has been able to find, and they have afforded some sugges- 
tions as to the method of approach to this problem. 

Used-Car Buyers — A Study in Cleveland, Ohio 

The study reported in the following pages was made for the pur- 
pose of ascertaining (i) the methods by which consumers in Greater 
Cleveland, Ohio, approach the purchase of a used car, (2) the factors 
which determine the direction of their patronage, (3) their previous 

^ The Passenger Car Industry (Curtis Publishing Company, Philadelphia, Pennsyl- 
vania, 1932). Also, Seeing Behind the Figures (1935), 193^ Motor Car Buyers, and 
Fifth Annual Automobile Survey — Consumer Reactions to 1938 Models (Crowell Pub- 
lishing Company, New York, N. Y., 1938). 

^Market Records, Automobile Section (Scripps-Howard, 1938). 
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experience in buying used cars, and (4) nature o£ their reactions 
towards their purchases and the dealers from whom they bought them. 

Unlike most commodities, the sales of automobiles must be regis- 
tered at the county court house. The Cleveland Automotive Trade 
Association has obtained the privilege of maintaining a clerk in the 
county office, whose duty it is to record the sale of every used car of 
the current year’s models and of the models for the five preceding 
years. Through the courtesy of this organization, the writer was able 
to obtain access to the list of all used cars sold between December 27, 
1937, and June 25, 1938, comprising a six-month period of used-car 
sales in Cuyahoga Coimty, Ohio. 

From this list, it was possible to obtain a cross section of used-car 
buyers which took into consideration (i) price classification of used 
cars, (2) makes of cars, (3) models and years, (4) dates of purchases, 
and (5) neighborhoods in which purchasers resided. 

The question of the period to be studied was settled on the follow- 
ing basis: (i) The period chosen (December 27, 1937-— June 25, 1938) 
was the most current period available to the writer when the study was 
undertaken; (2) the first six months of the year represent the most 
active period in the sale of used cars; (3) this period is one in which 
model changes — a very disturbing element — do not enter. Subsequendy, 
the automotive industry may also point to this period as the first period 
in which the automobile manufacturers acdvely participated in assisting 
dealers in the marketing of used cars.® 

During this period, 16,041 used cars were sold in Cuyahoga County. 
The following items of information were obtained on the sale of each 
car: (i) the name and address of the purchaser; (2) the make of 
used car; (3) the model number and year of manufacture; (4) the 
sale price; and (5) the dealer from whom the car was purchased. 

Of these 16,041 used-car sales, 2 out of each 25, the 12th and 25th, 
respectively, were selected to form a sample of 1,283. A personal letter 
was addressed to each of these selected purchasers, containing a state- 
ment that a representative of the writer would call to ask a few 
questions relative to his purchase. These personal calls were made 
between February i, 1939, and June i, 1939, approximately one year 
after the date of purchase. The lapse of time was felt to be desirable 
in order that the used-car buyers would have a sufficiently long period 
of experience on which to base their replies to the questions. Investi- 
gators were chosen carefully and were well instructed. The inter- 
viewers made their calls with an open mind, and without advice as 

® National Used-Car Week, March 5 to 12, 1938, 
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to what they might expect. They were chosen for the type of district 
in which they would work, several of the interviewers speaking the 
language of their respective districts. 

From the 1,283 buyers called upon, 529 completed questionnaires 
were secured.^ The remainder either had moved and left no address 
or were not at home at any one of the three calls made. In very few 
cases were there absolute refusals to give information. 

The form of the questionnaire is shown in Chart ii. 

Chart ii — Questionnaire on Used Cars Purchased in Greater 
Cleveland, Ohio, January 27, 1937, to June 25, 1938 

Name ; Address — 

Make of Used Car — ; Model ; Year™ 

Dealer from whom car was purchased ; Price; $ 


1. a. Did you have a car to trade in? Yes No 

b. Make of trade-in ; Model ; Year 

c. How much were you allowed for your trade-in? 

2. What caused you to go to this dealer? 

a. A newspaper advertisement 

b. Recommendation of a friend 

c. Looking 

d. Other reasons 


3. Did you have your mind made up as to the make 
and model you wanted before you started looking? 

4. a. Is this your first used car? 

b. If not, how many have you bought? 

c. Have you ever bought a new car? 

5. Will you buy another used car when you need a car? 

6. Will you buy it from the same dealer? 

7. Do you go back to the dealer from whom you 
bought your car for service? 

If not, why not? 


Yes No 


Yes..„. 

™.. No...„._ 

Yes 

, . No 

Yes- .. 

No 

I don’t know 

Yes 

„ No 

I don’t know.. 

Yes 

.™. No 


(Use reverse side for additional comments ) 

Date of Investigation - — ; Investigator. 

*lt is believed that the data are representative of the various types of used-car 
purchasers and purchases in Metropolitan Cleveland. The method by which the -sample 
was selected resulted in questionnaires being- answered by residents in all sections of 
the area, and in a wide range of income classes. 

The following tests were made to determine the representativeness of the sample: 
Sedes "Price — The average sales price of the 16,041 cars sold was $370.33; the 
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Question idi Did you have ci cut to trade in? It wa.s foimd that 
66.2 per cent (350 out of 529) of those purchasing used cars had trade- 
ins.® This represents the average for all cars purchased, but, in itself, 
fails to show how a dealer through a trading-down process eliminates 
his inventory of used cars. 


Table 37— Trade-ins on Used Cars Related to Price Classifications 
OF 529 Selected Used-Car Purchases, Cuyahoga County (Cleve- 
land), Ohio, First Six Months, 1938. 



Trade-In 

Percentage of 

Purchasers with Trade-ins 

of Used Car 

Yes 

No 

Above $550 

(Humber) 

66 

64 

70 

74 

63 

13 

350 

(Humber) 

18 

18 

(Per Cent) 

78.6 

78.0 


27 

72.2 


44 

62.7 


51 

55‘3 

150 and below ..... 

21 

179 

38.2 

Average 


66.2 


]By segregating these 5^9 ptirchascs into price classifications, it 
becomes evident that, in each succeeding lower-price classification, 
fewer trade-ins were involved, thereby aiding in the liquidation of the 
used-car inventories of dealers. Table 37 shows these 529 used-car 
purchases divided into six price classifications, and the percentage of 
trade-ins involved in each price class. 

Of the purchasers buying used cars in the highest price classification 
—$551 and above— 79 per cent had trade-ins, while only 38 per cent of 
those buying cars in the $150 class had trade-ins. 

average sales price of the sample selected was $374-57> a variation of only slightly 
more than i per cent. . . *» j m 

Make of Car — ^Total sales were distributed by makes of cars, and a siroiiar distribu- 
tion for the sample was compared with it: 30 makes of cars were represented, and 
in only two cases did the sample vary more than i per cent from the percentage 
representation of those makes in the total sales. {See Appendix G.) 

Model and Year — All models were classified by model years, and the models in 
the sample were likewise classified. A comparison indicated that the sample was 
representative in this respect. {See Appendix F.) 

Although the sample was small (529), representing only 3.3 per cent of the total 
sales, its adequacy was reasonably established. Questionnaires were tabulated in groups 
of 50, and the data summarized. In only two instances in the 2.2. items of information 
was it necessary to tabulate 400 questionnaires before the addition of the data for the 
n^t 50 caused a variation of less than i per cent in the results. 

®The Composite Experience Table of the National Association of Sales Finance 
Companies (Cldcago, niinois, 1939) shows trade-ins occurring in 59 cent of the 
cases of used-car purchases. The dhSerence in findings can be reconciled, in part, by the 
feet that in the survey made by the writer no cars older than five previous models were 
included. For Composite Experience Table, i'ee Appendix E, 
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Question ib ascertained the make, model, and the year o£ car traded 
in on the used car purchased. Table 38 shows the various makes of cars 
traded in on these purchases. Of the 350 cars traded in, 330 were makes 
of manufacturers still in business. 

The sample reveals only a limited loyalty on the part of the used-car 
purchasers to the makes they had previously owned. Of the 330 who 
traded in automobiles which were not “orphans,” 116 (35.2 per cent) 
purchased cars of the same make as the car traded. The greatest degree 
of loyalty to the previous make of car owned was shown towards the 
“Big Three”: Ford, Chevrolet, and Plymouth. Fifty-two (47.3 per cent) 
of no Ford owners who traded in cars again purchased Fords; 22 
(37.9 per cent) of 58 Chevrolets turned in were traded on Chevrolets; 
and 12 (42.9 per cent) of 28 Plymouth owners were loyal to Plymouths. 
By grouping these three together, it was found that of the 186 pur- 
chasers who had previously owned these makes, 86, or 43.2 per cent, 
again purchased the same makes. Of the 186, 134, or 72.0 per cent, 
purchased one of the “Big Three.” In connection with other makes, 
this sample is not large enough to warrant the drawing of conclusions 
on the loyalty of consumers. 

Too much weight, however, cannot be placed upon such an analysis, 
for the used-car buyer, unHke the new-car buyer, cannot always pur- 
chase the make of his choice, because of lack of market information 
or because of used-car market conditions which either do not make the 
car of his choice available or make other cars better buys at that 
particular time. 

The average year model of all cars traded in lay between 1931 and 
1932 models, or more precisely, 1931.42, while the average year model 
of the used cars purchased which involved trade-ins was 1935^5, 
indicating that the average car purchased was 3.8 years newer than the 
car traded in. Since 1938 models were current for the data in the 
survey, the used cars purchased averaged approximately three years of 
age, and the cars traded in on these purchases were slighdy more than 
6.5 years old. 

Question ic sought to determine the value of the trade-in as it 
relates to the purchase price of the used car. In 350 cases, used cars 
were accepted as partial payments, but in only 299 instances did persons 
interviewed state the amoxmt of allowance received; $122 was the 
average trade-in allowance granted on the purchase. In order to 
determine the relationship of this average to the average price of cars 
purchased, however, it was necessary to segregate the cars purchased 



Table 38 Makes of Cars Traded In on 529 Selected Purchases of Used Cars in Cuyahoga County 
(Cleveland) , Ohio, First Six Months, 1938 
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Includes one trade-in of unnamed make. 
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which involved trade-ins from those without trade-ins. When this was 
done, it was found that the average price of the cars which involved 
trade-ins was $22 higher than the average price of all used cars, being 
$397 as against the general average of $375 for the 529 cars. 

Two factors explain the difference between the value of cars sold 
which include trade-ins and those which do not. They are: (i) that 
as the price declines, the number of trade-ins decreases (Table 37) ; 
and (2) that the price of the used car on which a trade-in is 
considered is frequently inflated in order to make it possible to offer 
the buyer a larger trade-in allowance for his car.® 

Those buyers who traded in used cars on their purchases paid, on 
the average, $275 for a car 3.8 years newer than the car traded in. 


Table 39 — Factors Determining Dealer Patronage in 529 Selected 
Purchases of Used Cars, Cuyahoga County (Cleveland), Ohio, 
First Six Months, 1938. 


Reasons for Dealer Choice 

Number 
of Buyers 

Per Cent of 
Total Buyers 

Looking (shopping) 

251 

47-4 

Recommendation of a friend 

157 

29.7 

A newspaper advertisement 

34 

6.4 

Previous purchases from dealer 

30 

5-7 

Reputation of dealer 

25 

4.7 

Creative efforts of dealer, salesmen, and other employees 

16 

3-0 

Miscellaneous 

12 

2.3 

No reason given 

4 

.8 

Total 

529 

100. 


Based on an annual estimate, they paid $72 for each additional year 
of car life obtained. Stated in another manner, the buyers were willing 
to accept $275 in depreciation; on a straight line method of calculation, 
to accept $72 as an average annual depreciation. 

Question 2; What caused you to go to this dealer ? — ^The purpose 
of this question was to discover the reasons for customers patronizing 
the dealers from whom they purchased their cars. A tabulation of 
the answers is shown in Table 39. 

From these findings it can be seen that almost one-half (474 per 
cent) of the buyers approached the problem of purchasing a used car 
without any particular dealer preference. Friends who had made 
satisfactory car purchases are first in importance in directing the pros- 
pective purchaser to a particular dealer^s place of business. This 

^It is well recognized in the trade that discounts from the currently quoted prices 
are frequently given buyers who have no used cars to trade in. 
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reason accounted for approximately 3 out of 10 dealer choices. From 
this it can be seen that the establishment of goodwill and of favorable 
customer relationships are of real importance to a dealer- The com- 
ments made in answer to this question revealed the goodwill which 
some of the Cleveland dealers have created. 

Newspaper advertisements are relatively unimportant, seemingly, 
in directing patronage to a dealer; only i out of 17 purchasers (6.4 per 
cent) attributed his purchase directly to a newspaper advertisement. 
In fairness, however, it cannot be denied that the extensive used-car 
advertising of the majority of dealers has created a general demand for 
used cars, which is not reflected in these answers. Used-car classified 
advertising which carries daily quotations of sales prices of used cars 
keeps prospective purchasers currently informed as to prices, and, 
unquestionably, stimulates car buying. 

Previous purchases from the dealer accounted for i out of 18 
purchases (5.7 per cent), indicating that established patronage habits 
in the purchase of used cars are of little significance. This statement 
needs modification, for only 350 cars were traded in, thereby indicating 
previous car ownership. If the number who returned to the dealer 
with whom they had previously dealt is related to this figure, the 
result would be 8.6 per cent instead of 5.7 per cent, or slightly more 
than I out of 12. 

The reputation of the dealer accoxmted for approximately i out of 
21 (4.7 per cent) of the purchases. Certain dealers who are representa- 
tives of well-established makes, because of favorable locations and long 
tenure in the business, have been able to create a degree of public 
confidence which may or may not be justified. 

Only 3 per cent of all used-car buyers attributed their purchases to 
the creative selling effort of dealers, salesmen, or other dealer employes. 
Used-car salesmen readily admit that they seldom believe it worth- 
while to call on car owners and persuade them to trade their present 
vehicles for better ones, relying entirely upon the customer to initiate 
a sale. With but two exceptions, of the 16 purchasers who attributed 
their purchases to creative sales effort, these sales were made to close 
personal friends or relatives of the dealer or salesmen. One purchaser 
claimed that he had been called upon by the dealer, and the second 
said that a salesman had approached him. In summarizing the answers 
to this question, it is possible to group them into four major classifica- 
tions : 
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Reasons for Dealer Choice Per Cent 

Shopping and newspaper advertising 53.9 

Dealer reputation and following 40.1 

Creative efforts of dealers and salesmen 3.0 
Miscellaneous, and no answer given 3.0 

All answers 100. 


Numerous reasons for this distribution of choices exist, and they w’ere 
discussed in Chapter X on the sales promotion of used cars. 

Question j: Did you have your mind made up as to the ma}{e and 
model you wanted be j ore you started looking? — Of the 519 who 
answered this question, 233, or 44.9 per cent, answered that they did, 
and 286, or 55.1 per cent, answered that they did not. From this it can 
be assumed that the majority were open to purchase any one of the 
numerous makes that presented the best buy. That 44.9 per cent were 
committed to a certain make and model before entering the market 
indicates that the reputation of certain makes of cars and the manu- 
facturers’ merchandising aids in moving used cars of their own makes 
arc of real significance. The used-car buyer is admittedly less style 
conscious and is seeking a dependable car. Upkeep and maintenance 
costs play an important part in the consideration of his purchase, with 
the result that used cars of the lower new-car price classification are in 
greater demand. This fact was developed and discussed at some length 
in Chapter V on used-car prices. 

Question Is this your first used car? — Of the 526 who answered 
this question, 3 out of 4 indicated that they had purchased used cars 
before; 13 1, or 24.9 per cent, answered *‘yes,” and 395, or 75.1 per cent, 
answered “no.” 

Fart b of Question 4 sought to determine the number of used cars 
each buyer had owned, including the one most recently purchased. 
The tabulation below shows the number of used cars purchased by 
each buyer. 


fst Recent Purchase Was: 

Number of Purchasers 

First used car owned 

131 

Second used car owned 

169 

Third used car owned 

96 

Fourth used car owned 

44 

Fifth used car owned 

33 

Sixth used car owned 

14 

Seventh used car owned 

10 

Eighth used car owned 

4 

Ninth used car owned 

3 

Tenth used car owned 

3 

More than loth 

19 
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Too much significance should not be attached to this tabulation; 
it merely indicates the extent to which these used-car buyers have 
owned used cars before. It does indicate, however, that three-fourths 
of the used-car buyers have had considerable experience in their pur- 
chases of used cars; whether they have profited from this experience 
and will approach their purchases in the future with greater care and 
intelligence is difficult to ascertain. Successful and farseeing dealers, 
however, are planning their used-car merchandising with greater care 
than ever before. 

As to the question of new-car ownership, 258 out of 524 stated that 
they had purchased a new car at one time. Slightly in excess of 50 per 
cent answered that they had never owned a new car. Remarks gathered 
in the course of the survey indicated that some of those claiming to 
have purchased new cars did so in the early twenties. If this question 
had limited new-car ownership to models of 1930 or later, the findings 
would have been more significant, for they would have indicated 
current purchasing habits. The importance of this was not recognized 
until the survey was completed. 

Question 5: Will you buy another used car?— Those who expressed 
their belief that they would do so represented 47.8 per cent, or 250 out 
of 523 purchasers. These stated, in many instances, that economic 
conditions would necessitate such action. A few said they would do so 
because they believed depreciation savings could be effected through 
such action. Those who said they would not buy another used car 
constituted 20.8 per cent of the group. However, anyone acquainted 
with automobile buyers realizes that this expression may be one of 
desire imaccompanied by effective buying power to permit its accomp- 
lishment. Those who did not know represented 31.4 per cent of the 
group, and from these it can be readily inferred that, although they 
might desire a new car, their earning power would not permit it in 
all probability. Since only 21 per cent stated that they would not buy 
another used car, and a good authority claims that only 3 per cent to 
7 per cent^ of new-car sales volume rises from the ranks of used-car 
buyers, this figure indicates that more than 80 per cent of the current 
used-car buyers will repeat as used-car purchasers. 

Question 6 : Will you buy your next car from the same dealer ? — 
Five hundred and twenty-two answered this question — ^354 per cent in 
the affirmative, 28.0 per cent in the negative, and 36.6 per cent replied 

^Edward Paytoiij A Sales Management Program, Section 2 (Cleveland, Ohio, I935)» 
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that they did not know. A fair assumption is that better than one-fourth 
of the used-car buyers were dissatisfied either with their purchase or 
with the subsequent treatment which the dealer accorded them. Many 
expressed the opinion that they had been deceived as to the condition of 
the car, and others felt that the dealer failed to meet reasonable requests 
for adjustments and service. Some dissatisfaction is to be expected 
in the sale of secondhand or used merchandise, because the purchaser 
occasionally fails to recognize that he cannot expect to get new-car 
performance from a used car. 

One of the primary reasons, however, in permitting a year to 
elapse before calling on used-car buyers was to enable the purchaser 
to obtain a proper perspective on his purchase, which only time could 
give. 

Question 7: Do you go bac\ to the dealer from whom you bought 
your car for service ? — In recent years, dealers have found that their 
profits developed from service, accessories, and finance reserves. Man- 
ufacturers and dealers generally have regarded the service department 
of an automobile dealer as a steady source of income. Regardless of 
fluctuations in car sales, servicing of cars continues. It can be, and 
frequently is, the one steady source of income for dealers, and aggres- 
sive dealers have sought to obtain car purchasers’ allegiance, especially 
in the servicing of new cars. 

Of the 525 persons who responded to this question, 35.4 per cent 
stated that they returned to the dealer for service on their used cars. 
This reveals a very close relation to the figure given in answer to Ques- 
tion 6, which raised the issue of whether or not the individual would 
purchase another car from the same dealer, wherein 354 per cent an- 
swered that they would. There can be little hope that a dissatisfied car 
buyer will return to the dealer for services and repairs. 

Question 7 also sought to find out why purchasers did not return 
to the dealer for service. Table 40 summarizes their reactions to this 
question. 

Approximately 26 per cent (137) of the buyers either perform their 
own service work or have members of their family or friends do it. 
Purchasers from non-service dealers, such as finance-company oudets, 
used-car lots, out-of-town dealers, or dealers located inconveniently 
for the buyers, accounted for 91, or 17 per cent. Dissatisfaction with the 
dealer and his prices for service work accounts for 81, or 15 per cent, 
of the buyers. Miscellaneous and no reasons or answers account for 
the remaining 37, or 5 per cent. 
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From these findings, it is evident that dealers are getting more than 
35 per cent o£ the business that they might reasonably expect. When 
the cases of home repairs, purchases from non-service dealers, and 
purchases from dealers inconveniently located are eliminated, the 

Table 40 — ^Preference for Service and RspAiRstai of 529 Selected 
Used-Car Purchasers, Cuyahoga County (Cleveland), Ohio, 
First Six Months^ 1938 



* Service is defined as necessary adjustments and repairs — ^not oil changes and greasing. 


dealers with service departments are getting 70 per cent of the business 
they should expect to get, although it might be pointed out that if 
dealers reduced their service charges many of those now doing their 
own service work probably would have it done. However, to get the 
additional business through this method might be costly, for many of 
the used-car buyers are mechanics who prefer to tinker with their cars 
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in their leisure time. The 81 purchasers who expressed dissatisfaction 
with the dealers’ services may represent a goodly portion of unprofitable 
and undesirable patronage. 

Although the findings of the foregoing survey are based on the 
consumers’ reactions to the used-car market in the Cleveland, Ohio, 
area, in all likelihood they reflect conditions in other metropolitan areas 
similar to Cleveland. 




CHAPTER XIV 


FORWARD STEPS IN THE MARKETING OF USED 
AUTOMOBILES 

At various times since the invalidation o£ the National Recovery 
Act, the National Automobile Dealers Association has sought to have 
legislation enacted, for the benefit of automobile dealers, which would 
limit used-car allowances. Failing to accomplish this, it has tried to 
enlist the support of automobile manufacturers, but according to the 
manufacturers’ point of view, any steps in this direction would reduce 
the volume of new-car sales. 

Federal Investigation 

The general inability of automobile dealers to solve the problem of 
handling used cars profitably may be said to be one of the forces which 
motivated the demand for a Federal investigation of the motor-vehicle 
industry. The National Automobile Dealers Association and the 
automobile dealers of Wisconsin were ardent supporters of the efforts 
of the Honorable Gardner R. Withrow, Representative from Wiscon- 
sin, when he proposed that a Federal Trade Commission investigation 
of the distribution practices of the motor-vehicle industry be authorized. 
The congressional hearings on this proposal, held in December, 1937, 
and January, 1938, brought to light certain coercive practices of manu- 
facturers which were detrimental to the policies of sound business for 
the dealers, threat of franchise cancellation being the club held over 
the dealers. 

The practices most bitterly complained against in the hearings 
were the following: 

1. Dealers were forced to meet arbitrary sales quotas and accept 
delivery on new cars whenever the factory shipped them, regardless 
of local sales demand. Moreover, frequently, models other than 
those on order were shipped. Under the stress of disposing of surplus 
new-car stock the dealers forced sales by granting excessive trade-in 
allowances. 

2. Dealers were forced to carry large inventories of parts and acces- 
sories supplied solely by the manufacturers. 
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3. Manufacturers either directly or indirectly insisted that dealers obtain 
their wholesale financing from, and rediscount their retail sales 
paper with, the manufacturers’ subsidiaries or afiihated finance 
companies. 

4. Factory representatives frequently demanded that the dealers change 
their locations, expand their plants, and otherwise increase their 
capital equipment against their better judgments. 

As a result of these hearings, on April 13, 1938, the President signed 
the resolution which directed the Federal Trade Commission to “inves- 
tigate the policies employed by manufacturers in distributing motor 
vehicles, accessories and parts, and the policies of dealers in selling 
motor vehicles at retail, as these policies affect the public interest/’^ 
The investigation by the Federal Trade Commission was completed 
in 1939, and the report published in the latter part of that year. 

The findings disclosed that automobile manufacturers were guilty 
of coercive practices; also, that automobile dealers and time-sales 
finance companies were guilty of malpractice in their relationships with 
consumers. On the question of coercion of dealers, which precipitated 
the entire investigation, the Commission recommended that auto- 
mobile manufacturers revise their practices and adopt the following: 
(i) less restriction upon dealers in the management of their own 
enterprises; (2) quota requirements and shipments of cars based upon 
mutual agreement; (3) equitable liquidation in the event of contract 
termination by the manufacturer; (4) contracts definite as to mutual 
rights and obligations of the manufacturers and the dealers, including 
the specific provision that the contract will be continued for a definite 
term unless terminated by breech of reasonable conditions recited 
therein.^ 

The most flagrant abuses practiced by dealers and finance com- 
panies were: (i) price padding of new and used cars, (2) finance 
packing, (3) excessive insurance charges, and (4) the failure to present 
to consumers an itemized account of the various charges. 

Concurrent with the disclosure of these malpractices, however, the 
Federal Trade Commission found much to commend in the auto- 
mobile industry. Active competition has existed among automobile 
manufacturers and among automobile retailers, and the consumer 
has progressively received better values. Moreover, the Commission 
did not find any basic fault with the current method of distribution. 
^ H. J. Res. 594, Seventy-fifth Congress. 

* Federal Trade Commission, Report on Motor Vehicle Industry (Washington, D. C., 
I 939 )» P- 1076. 
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The result of these findings indicated the soundness of the industry 
as a whole, and brought forth suggestions and recommendations for 
remedying the current abuses in the trade. The comment among 
dealers and factory sales executives has been that the Commission 
discovered nothing new, but verified many of the facts and situations 
which they had known existed. 

The Maturing of the Automobile Industry 

There are several evidences which make it apparent that the auto- 
mobile industry is approaching a stage of maturity. By 1940, the 
number of different automobile manufacturers had dwindled to ii 
from 88 in 1921, and of these, only 8 were important forces. Of these 
8, the General Motors Corporation, the divisions of Chrysler, and the 
Ford Motor Company have been obtaining approximately 90 per cent 
of the sales in the past six years. 

The days of rapid expansion are over; the current new demand 
is approximately 90 per cent for replacements, and an average annual 
market of between 2 million and 3 million new cars can be anticipated. 

Since the depression years of the past decade have taken their toll 
of dealers, manufacturers have found themselves actively competing, in 
many instances, for representation by the existing dealers. Such com- 
petition, combined with the dealers’ efforts to improve their status, 
has gradually resulted in more liberal franchise agreements between 
manufaaurers and dealers, partially in anticipation of the recommenda- 
tions which were expected from the Federal Trade Commission. 

Manufacturers' Use of Selective Distribution 

In addition to the granting of greater freedom to the dealer, 
some manufacturers are giving serious consideration to a policy of 
selective distribution, currently referred to in trade circles as “quality 
dealerships.” This form of distribution either grants to a dealer 
exclusive territorial rights or restricts his competition in multiple- 
dealer areas. 

Several of the General Motors Divisions seem to be practicing the 
policy of selective distribution to a greater or lesser degree; the 
Chevrolet Motor Division, early in 1937, outlined its plan of attack in 
determining each individual dealer’s market potential. The plan 
embodied the following points: (i) size of market-passenger cars 
and trucks; (2) the location of all shopping centers; (3) the shift in 
population, year by year; (4) classification of population by incomes; 
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(5) the industries which support the population; (6) the strength and 
age of competition; (7) the location of the Chevrolet new- and used-car 
market— block by block; (8) the past, present, and future sales 
possibilities; (9) the proper locations for dealers to establish their new- 
car outlets; (10) the proper locations for dealers to establish their used- 
car outlets.^ 

The Ford Motor Company, while not giving the advocates of 
selective distribution public support, seems to be modifying its distribu- 
tion program in some areas in line with this philosophy. 

The Chrysler Corporation, which had a later start and is still 
rapidly expanding and gaining an increasing percentage of the market, 
shows no evidence of deviating from its policy that the more outlets 
a manufacturer has, the greater will be the total sales volume of the 
manufacturer. 

The important independents— Studebaker, Nash, Packard, Hudson, 
and Willy s — ^who are confronted with the problem of getting adequate 
dealer representation find the question an academic one. The domi- 
nance and popularity of the cars of the big three manufacturers make 
it difficult for the independent manufacturers to maintain consistently 
good representation. 

If manufaaurers adopt the policy of making a basic market analysis 
of their dealers’ territories, it will permit the dealers to plan their 
marketing of new and used cars in a more orderly manner. The policy 
has particular significance with reference to used cars, for it is in the 
used-car market that the name and integrity of the dealer plays an 
important part. While the new-car buyer first singles out the car he 
desires to buy and then selects the dealer from whom he will buy it, 
the used-car buyer is more greatly influenced by the character and 
reputation of the dealer. 

The argument can be presented that a selective system of distribu- 
tion will permit dealers to raise their prices by reducing the consumers’ 
opportunity to shop and obtain competitive bids. As long as there 
are 8 competing manufacturers with representatives actively bidding 
for consumers’ business, there seems little danger in the possibility of 
dealers obtaining monopolistic prices. 

In following selective distribution methods, the manufacturer also 
stands to gain. If dealers are given greater control and territorial 
protection over certain market areas, their performance and accom- 

* “Market Analysis by Chevrolet,” National Automobile Dealers Association, Bulletin, 
April, 1937, p. 6- 
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plishments can be more carefully checked and appraised by the 
manufacturers. 

Selective distribution also reacts favorably upon the used-car market 
as far as the consumer is concerned. Generally, only new-car dealers 
'who are firmly established in the automobile market have been able 
to attach due importance to the merchandising of used cars through 
separate sales departments for new and used cars, through systematic 
reconditioning of trade-ins for resale, and through the maintenance of 
adequate stocks. The small, marginal dealers can secure new-car stock 
for customers on special order, but usually their facilities to handle 
used cars are too limited to assure satisfaction to their used-car 
purchasers. 

There seems to be a trend in the direction of large-scale dealerships, 
and, from the facts that have been disclosed by this study of the 
marketing of used cars, it is reasonable to believe that this trend will 
continue. The recent depression years have impressed upon manu- 
facturers their need for a strong body of dealers who can weather the 
violent cyclical swings in the automobile market. 

Forward Steps Which Can Be Taken by Dealers 

Every new-car dealer must recognize that his used-car department 
is a permanent and vital part of his business, and that his activities in 
handling this merchandise must be as carefully planned and controlled 
as his marketing of new cars. 

Improvements that can take place in the various marketing func- 
tions — ^i.e., in buying and preparing the merchandise for the market, 
in inventory control, in advertising and selling, in financing, and in 
the collection and dissemination of market information — ^have been 
elaborated upon in the foregoing chapters. 

If the Federal Trade Commission’s recommendations are made 
effective, if manufacturers’ coercive practices are curtailed and the 
dealers are given reasonable market protection through a selective 
distribution policy, dealers will find little excuse to continue such 
practices as price padding, finance packing, and inadequate recondi- 
tioning of used cars as a means of protecting their equities and assuring 
themselves of reasonable profits. 

However, from a realistic point of view, the fact that such practices 
would no longer be imperative for survival in business would not 
automatically cause all dealers to desist from them. Once having 
learned how to extract dollars from the consumers, the dealers as a 
class may continue until social pressure or legislation stops them. 
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Forward Steps Which Can Be Sponsored by Cooperation 
IN the Industry 

The manufacturers’ growing interest and increasing participation 
in the marketing of used cars will result in more effective supervision 
of their dealers’ reconditioning methods and used-car merchandising 
practices. W^ith this change in attitude, it is reasonable to believe that 
the responsible automobile manufacturers will insist that their dealers 
merchandise their used cars honestly, and cultivate consumer goodwill. 

Automobile-dealer associations are aware that automobile retailing 
cannot achieve consumer confidence unless the members of the auto- 
mobile trade warrant it through trustworthy consumer relationships. 
Recognition of this principle is found in the support which dealers are 
giving to the Better Business Bureaus in many cities. The conscious- 
ness of some newspaper publishers in metropolitan areas that they bear 
a responsibility, both to their readers and to honest advertisers, to accept 
and run only truthful advertising can be recommended to all pub- 
lishers. Thus, fraudulent and bait advertising of used cars could be 
reduced. 

Some of the malpractices, however, require legislative action to 
correct and control. In general, states have placed limits on interest 
rates charged on personal loans, but not on rates charged for financing 
retail sales. The absence of a legal limit makes it difficult to determiue 
if charges for financing have been excessive. Wisconsin, alone, has 
set a limit of 15 per cent for an annual charge on sales financing. 
Similar legislation in other states seems desirable. 

Whereas the general principle of licensing dealers, to insure dealer 
profits through limitation of competition, is a dubious measure from 
the point of view of the consumer, the annual licensing of dealers to 
curb malpractices may be desirable. Some contracts which customers 
sign but seldom read absolve the dealer from responsibility and deny 
the consumer redress should he later learn that the car has been used 
as a taxicab, or is a rebuilt wreck or a stolen car. Such practices could 
not long be continued if they were grounds for refusing to the dealer 
a renewal of his annual Hcense to operate. 

The marketing of used cars constitutes a complex problem. Its 
improvement is dependent upon the efforts of all parts of the industry. 
This study has convinced the writer that improvements have been 
made. The recent Federal Trade Commission investigation and the 
attention attracted to the industry in the past few years have motivated 
the elimination of many malpractices. The grovsdng stability of the 
industry in itself should accelerate improvement in the marketing 
methods emoloved in handling used automobiles. 
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\nnual Depreciation in Retail Sales Prices in Per Cent of 
Original Delivered Prices, in Cleveland, Ohio, for 
4-D00R Sedans of Selected Makes 

Source: Calculated from data derived from N. A. D. A. Official Used Car Guide, and 
orig^al delivered pnces of new cars in Cleveland secured from the Cleveland Auto- 
motive Trade Association. N. A. D. A. data were issued March, 1939, as a summary 
of used-car values for the State of Ulmois as of the month of December for the years 
1933-1938, inclusive, for tax purposes for Illinois dealers. Prices are considered to be 
applicable to Cleveland, Ohio, inasmuch as this city is in the same price zone with 
Illinois.) 


Make of 


Delivered 

Per Cent of Annual Depreciation in Models 


Model 

Price in 

Cur- 

rent 







Residual 

Car 

Year 

Cleveland, 

Ohio 

Year 

Y^s 

3 

Years 

4 

Years 

5 

Years 

Years 

Value 



Year 

Old 

Old 

Old 

Old 

Old 

Old 


Auburn 

1932 

$1,040 


35 

23 

12 

8 

9 

i 

9 


1933 

975 


46 

14 

10 

10 

7 

■1 

13 


1934 

1.675 


47 

20 

12 

10 


■ 

II 


1935 

1,195 


48 


14 



■ 

19 

JuicK 40 OR 50 

1932 

1,130 


43 

m 

n 

II 

5 

m 

12 


1933 

1,192 


37 

20 

■9 

8 

9 


16 


1934 

1.358 


48 

15 

8 

9 



20 


1935 

1,027 


44 


13 




32 


1936 

1,045 


42 






45 


1937 

1,050 


40 






60 


1938 

1.077 

33 







67 

JuiCK 60 

1932 

1,460 


52 


10 

8 

5 

5 

10 


1933 

1,470 


46 

mm 

10 

7 

7 


14 


1934 

1,638 


51 

mm 

8 

8 



17 


1935 

1,61 1 


60 

10 

9 




21 


1936 

1,284 


50 

12 





38 


1937 

1,266 


47 






53 


1938 

1,299 

38 







62 

SUICK 80 

1932 

1,740 


54 

II 

10 

7 

5 

5 

8 


1933 

1,748 


51 

16 

9 

6 

6 


12 


1936 

1,466 


55 

II 





34 


1937 

1,581 


57 






43 


1938 

1,673 

42 







58 

lUICK 90 

1932 

1,815 


53 

12 

10 

7 

5 

5 

8 


1933 

1,990 


50 

19 

10 

6 

5 




1934 

2,180 


55 

18 

8 

6 



13 


1935 

2,174 


65 

12 

7 




16 


1936 

2,007 


65 

10 





25 


1937 

2,166 


67 






33 


1938 

2,207 

47 







53 
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Make of 

Car 

Model 

Year 

Delivered 
Price in 
Cleveland, 
Ohio 

Per Cent of Annual Depreciation in Models 

Residual 

Value 

Cur- 

rent 

Year 

YCAt 

Old 

2 

Years 

Old 

3 

Years 

Old 

4 

Years 

Old 

5 

Years 

Old 

6 

Years 

Old 

Cadillac V -8 












1932 

$3,070 


46 

18 

II 

10 

7 

3 

5 


1933 

3,120 


55 

12 

^3 

7 

6 


7 


1934 

2,845 


52 

18 

II 1 

8 



II 


1935 

2,665 


59 

15 

9 




17 


1936 j 

1,830 


56 

13 





31 


1937 

1,795 


58 






42 


1938 

1,830 

41 







59 

Cadillac V-12 


1 










1932 

3,785 


54 

13 

10 

10 

6 

3 

4 


1933 

3,855 


54 

15 

13 

y 1 

5 


6 


1934 

4,525 


53 

22 

13 

5 



7 


1935 

4,360 


63 

19 

7 




II 


1936 

3,430 


68 

13 





19 


1937 

3,670 


71 






29 


1938 

3,360 

48 







52 

Chevrolet 












1932 

719 


43 

6 

8 

II 

7 

8 

17 


1933 

667 


31 

II 

14 

7 

14 


23 


1934 

640 


36 

14 

10 

13 



27 


1935 

624 


36 

12 

15 




37 


1936 

670 


37 

16 





47 


1937 

758 


46 






54 


1938 

751 

32 







68 

Chevrolet Master 












1934 

757 1 


37 1 

14 

8 

14 



27 


1935 

724 


36 I 

II 

14 




39 


1936 

759 


37 

16 





47 


1937 

835 


45 






55 


1938 

817 

32 







68 

Chrysler 6 












1932 

1,010 


51 

14 

6 

7 

6 

5 

II 


1933 

990 


43 

10 

10 

8 

10 


19 


1934 

957 


40 

13 

10 

12 



25 


1935 

947 


42 

10 

13 




35 


1936 

1,000 


41 

16 





43 


1937 

930 


40 






60 


1938 

1,025 

32 







68 

Chrysler Royal 8 












1933 

1,150 


45 

9 

12 

9 

9 


16 


1935 

1,098 


45 

13 

12 




30 


1936 

1,180 


47 

16 





37 


1937 

1,160 


48 






52 


1938 

1,221 

37 







1 

Chrysler Airflow 












1933 

1,585 


51 

12 

10 

8 

7 


12 


1934 

1 1,808 


46 

18 

; 14 

8 



14 


1935 

1,605 


48 

19 

II 




22 


1936 

1,645 


55 

16 





29 


1937 

1,652 


59 






41 
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Car 
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Delivered 
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||SM| 


2 

Years 

Old 

3 

Years 

Old 

4 

Years 

Old 


IQQI 

Residual 

Value 

DeSoto 












1932 

$ 875 


64 

2 

3 

8 

5 

6 

12 


1933 

898 


41 

II 

10 

8 

10 


20 


1934 

1,152 


45 

14 

9 

II 



21 


1935 

910 


41 

10 

14 




35 


1936 

935 


37 

18 





45 


1937 

889 


40 






60 


1938 

985 

32 







68 

Dodge 












1932 

965 


48 

7 

9 

10 

6 

7 

13 


1933 

783 


37 

10 

12 

9 

12 


20 


1934 

892 


40 1 

II 

10 

14 



25 


1935 

827 


37 

10 

15 




38 


1936 

840 


35 

16 





49 


1937 

840 


38 






62 


1938 

923 

31 







i 69 

Ford V-8 












1932 

659 


41 

6 

8 

li 

9 

8 

17 


1933 

674 


33 

14 

12 

9 

13 


19 


1934 

670 


35 

15 

II 

15 



24 


1935 

659 


36 

14 

15 




35 


1936 

668 


37 

17 





46 


1937 

712 


44 






56 


1938 

754 

34 







66 

Ford V-8 DeLuxe 












1932 

700 


43 

7 

7 

10 

9 

7 

17 


1933 

730 


38 

12 

II 

8 

13 


18 


1934 

711 


37 

14 

10 

16 



23 


1935 

721 


38 

13 

16 




33 


1936 

714 


37 

19 





44 


1937 

780 


45 






55 


1938 

815 

34 







66 

Ford V-8 (6o) 












1937 

679 


52 






48 


1938 

728 

36 







64 

jRAHAM 












1932 

925 


57 

9 

8 

7 

5 

4 

10 


1933 

945 


47 

9 

10 

9 

10 


15 


1934 

916 


49 

9 

10 

12 



20 


1935 

962 


46 

13 

14 




27 


1936 

780 


41 

17 





42 


1937 

795 


46 






54 


1938 

1,085 

40 







60 

-JUDSON 6 












1933 

1,013 


57 

7 

7 

6 

9 


14 


1934 

925 


39 

II 

II 

18 



22 


1935 

874 


41 

9 

17 




33 


1936 

92S 


39 

20 





41 


1937 

997 


44 






56 


1938 

1,051 

37 







63 
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Make of 

Car 

Model 

Year 

! Delivered 
Price in 
Cleveland, 
Ohio 

Per Cent of Annual Depreciation in Models 

Residual 

Value 

Cur- 

rent 

Year 

I 

Year 

Old 

2 

Years 

Old 

3 

Years 

Old 

4 

Years 

Old 

5 

Years 

Old 

6 

Years 

Old 

Hudson 8 












1932 

$1,195 


50 

14 

7 

7 

6 

7 1 

9 


1933 

1,300 


60 

5 

6 

8 

9 


12 


1934 

1,020 


39 

14 

II 

16 



20 


1935 

955 


41 

II 

16 




31 


1936 

994 


41 

18 





41 


1937 

1,058 


45 






55 


1938 

1,127 

37 







63 

Hudson Custom 8 












1932 

1,575 


55 

15 

5 

8 

5 

6 

7 


1933 

1,710 


60 

9 

7 

7 

8 


9 


1934 

1,333 


42 

16 

II 

13 



18 


1935 

1,256 


48 

13 

14 




25 


1936 

1,081 


43 

18 





39 


1937 

1,185 


49 






51 


1938 

1,222 

39 







61 

Hupmobile 












1932 

1,097 


50 

14 

6 

9 

8 

4 

9 


1933 

1,139 


49 

10 

10 

II 

8 


12 


1934 

1,028 


49 

12 

14 

9 



16 


1936 

984 


59 

12 





29 

Lafayette 












1934 

808 


42 

15 

8 

II 



24 


1935 

773 


42 

12 

12 




34 


1936 

792 


43 

13 





44 


1937 

859 


42 






58 


1938 

894 

33 







67 

LaSalle 











1 

1932 

2,670 


45 

19 

13 

9 

6 

3 

5 


1933 

2,395 


47 

20 

13 

7 

5 


8 


1934 

1,825 


50 

18 

10 

7 



15 


1935 

1,690 


60 

9 

10 




21 


1936 

1,360 


49 

15 





36 


1937 

1,355 


49 






51 


1938 

1,445 

38 







62 

Lincoln 












1932 

3,265 


48 

19 

10 

10 

6 

3 

4 


1933 

3,265 


50 

16 


7 

6 


7 


1934 

3,550 


52 

21 

B 

7 



9 


1935 

4,500 


62 

17 

19 




II 


1936 

4,500 


67 

18 





15 


1937 

4,600 


72 






28 


1938 

5,100 

so 







50 

Lincoln-Zephyr 












1936 

1,405 


50 

15 





35 


1937 

1,339 i 


50 






50 


1938 

1,460 

38 







62 

Nash 6 












1932 

953 


63 

2 

9 

7 

4 

5 

10 


1933 ! 

866 1 


45 

9 

12 

8 

9 

1 

17 
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Make of 


Delivered 

Per Cent of Annual Depreciation in Models 


Model 

Price in 

Cur- 

rent 







Residual 

Car 

Year 

Cleveland, 

Ohio 

Year 

2 

Years 

3 

Years 

4 

Years 

5 

Years 

6 

Years 

Value 



Year 

Old 

Old 

Old 

Old 

Old 

Old 


Nash 6 (Continued 

1934 

1 953 


44 

12 

8 

13 



23 


1935 

1,074 


48 

10 

12 




30 


1936 

858 


43 

15 





42 


1937 

1,070 


45 






55 


1938 

1,085 

35 







65 

Nash 8 

1932 

1,077 


63 

4 

8 

6 

5 

5 

9 


1933 

960 


48 

9 

10 

6 

II 


16 


1934 

1,268 


46 

17 

9 

10 



18 


1935 

1,325 


54 

10 

11 




25 


1936 

1,160 


47 

14 





39 


1937 

1,210 


48 






52 

Oldsmobile 6 

1938 

1,235 

38 







62 


1932 

1,035 


60 

1 

9 

8 

5 

6 

II 


1933 

950 


41 

11 i 

II 

9 

II 


17 


1934 

861 


38 

11 

10 

14 



27 


1935 

891 


40 

9 

14 




37 


1936 

933 


37 

16 





47 


1937 

995 


42 






58 


1938 

1,039 

33 







67 

Oldsmobile 8 

1932 

1,135 


60 

2 

8 

8 

6 

1 ^ 

10 


1933 

1,060 


45 

10 

10 

9 

10 


16 


1934 

1,103 


42 

15 

10 i 

12 



21 


1935 

1,053 


43 

12 

13 




32 


1936 

1,068 


44 

14 





42 


1937 

1,122 


47 






53 


1938 

1,175 

38 







62 

Packard 6 

1937 

1,115 

1 

j 

47 






53 


1938 

1,099 

33 







67 

Packard Light 8 

1932 

1 

2,060 


39 

20 

12 

10 

6 

6 

7 


1933 

2,365 


43 

19 

12 

9 

7 


10 


1934 

2,525 


51 

18 

10 

8 



13 


1935 

2,610 


56 

16 

10 




18 


1936 

2,619 


57 

18 





25 

Packard 8 











1932 

2,405 


46 

15 

12 

10 


4 

6 


1933 

2,585 


46 

17 

13 

8 

1 7 


9 


1934 

2,790 


53 

17 

8 

9 



13 


1935 

2,815 


56 

16 

II 




17 


1936 

2,823 


59 

17 





24 


1937 

2,710 


61 






39 

Packard Super 8 

1932 

3,680 


55 

15 

10 

8 

5 


4 


1933 

2,950 


47 

17 

14 

8 

6 


8 


1934 

3,180 


54 

16 

II 

8 



II 


1935 

3,250 


‘ 58 

r6 

II 




15 
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APPENDIX B 


Naiionai Automobiii Dealers Assogaot Smal Traje Survey 
Comparison Dealers of All Makes in Years 1933, 1% 19;]^, and 1938 


NlW- AND UsED^ DePAKTMINTS OnLY 





AMOUNT FOR EACH YEAR 




PER CENT OF NEW^AR SALES 









IS33 

1331 

1335 

I53« 

I53J 

■03S 

1333 

IJ34 

1935 

1938 

1937 

1938 

1933 

1934 

1935 

193S 


193! 

1- Dealcrs Reporting 

2- New-Car Units Sold 

3- Used'Cjr Units Handled 

d-New*Car Sales (Net) 

982 

154,250 

283,^51 

1122,277,835 

1,058 

193,909 

325.38A 

1139,509,878 

931 

201,318 

331,484 

8171,185,350 

412 

117,428 

204,308 

|l00,23i;01 

180 

40,384 

73,731 

138,191,317 

180 

24,890 

38,720 

$25,041,822 

100 

100 

100 

100 

100 

100 

157 

289 

$792.72 

183 

308 

I822.80 

Avmti Unm 
218 
358 

FraNiwCAa 

I849.39 

?Ei Dattia 
285 
498 

UNnSoiD 

1853-74 

234 

398 

$941.51 

158 

354 

$1,008.10 

5 -Gross tad, Retail New Cars 

29,889,895 

35,029,177 

38,228,047 

23,428,978 

9,323,203 

8,172,480 

24.44 

21,98 

22.33 

23‘37 

24,94 

24.85 

193-77 

180,85 

189,70 

199,52 

234.82 

247-99- 

MmPmMiiciim: 


















3-79* 

f 

f 

148,783* 

284,432* 

1,883,935* 

1,315,803* 

272,178* 

1,843,932* 

4,278,271* 

8.394,379* 

259,374* 

135,738* 

388,092* 

1,738,158* 

2,278,008* 

94,445* 

311,880* 

0.12* 

0.18* 

o,i8* 

0.28* 

0,34* 

0,38* 

0,95* 

1.47* 

1-35* 

2,21* 

3.35* 

j-*'‘Fleet” discounts 

1,384,188* 

859,740* 

1.13* 

1.18* 

1,08* 

0,88* 

1,02* 

1.24* 

8.97* 

9,72* 

9,15* 

7.32' 

9.52* 

12,52* 

PUsed'Car Gross kr* (true) 

4,191,582* 

5,722,511* 

4,033,878* 

1,128,728* 

1,332,831* 

343* 

0,82* 

2.30’ 

4,02* 

4,80* 

4.50* 

27,18* 

8.78* 

21,23* 

34.37* 

43-29* 

45.27* 

5 -%E Prior Deductions 

3.483,990' 

5,155,192* 

4.88* 

2.18* 

3-74* 

5,14* 

5,98* 

8,12* 

37.10* 

17,97* 

31-73* 

43.90* 

58.18* 

81,58* 

lo-Remainder, New Car Gross Mar^ 

















178.88 

188.41 

Salvaged 

24,187,184 

31,545,187 

31,833,888 

18,273,784 

7,247,197 

4,839,849 

19,78 

19.78 

18.39 

18.23 

18.98 

18.53 

138,87 

182,88 

157-97 

155,82 

ii-Used-CarERpense 

9,721,925 

12,039,899 

12,082,219 

7,139,509 

3,171,057 

2,808,402 

7-95 

7.58 

7.08 

7.14 

8.30 

10.41 

83,02 

82,19 

39-95 

80.97 

78,17 

104,72 

12-Leaving a remaining New-Car Gross 
Margin for Newer Car Expense 


















81.89 

and Net FroEt 

I4,4A5,259 

19,485,288 

19,751,449 

11,114,275 

4,078,140 

2,033,247 

11.81 

12.22 

11.53 

11.09 

10.88 

8,12 

93-83 

100,49 

98,02 

94.85 

100.49 

ij-NeW'Car Expense 

18,042,318 

3,597,057' 

24,028,995 

4,341,707' 

22,701,438 

2,950,007* 

11,314,882 

4,514^14 

3,274,812 

475 

15.08 

2,84* 

13,28 

1.73* 

11.29 

11.82 

13.08 

118,97 

123.91 

112,85 

98.38 

1.71* 

imp 

131.57 

14-Net Lo/r* (true merchandising) 

200,587* 

438,174* 

1,241,383* 

2.94* 

OJO* 

1.14* 

4,98* 

23.32* 

23.42* 

14.83* 

10.80* 

49.88* 

15-Less Finace Reserve ) 

879,173 

1,078,978 

1,218,133 

1 728,054 

333,345 

287,242 

0.72 

0.87 

0.71 

0.72 

0.87 

1.07 

5.70 

5.55 

8,04 

8.18 

8 uI2 

10.74 

iWm Net Profit or Loss* after 



















Finance Reserve Credited 

2,717,884* 

3,484,731* 

1,731,874* 

525,487 

104,829* 

974,323* 

2.22* 

2,17* 

1.02* 

0.52 

0,27* 

3.89' 

17.82* 

17,87* 

8-59* 

i 4.47 

2.58* 

39.14* 


W indicated I? iitcni. 



APPENDIX B (Continued) 


Torus OF Aii Deputments at Retail 


CHART II 



AMOUNT FOR EACH YEAR 




PER CENT OF TOTAL SAUS 




PejNswCajUniiSou, 



1 S 33 

I 93 A 

1935 

193S 

1937 

1938 

1933 

1934 


193 « 

1937 

1938 

'933 

1934 

1935 

1936 

'937 

1938 

i-Dealers Rcporijiig 

j-New-Car Uaits Sold 

j-Used'Car Units Handled 

^-Total Sales (Net) 

p8a 

154,250 

283,^91 

1220,217,226 

1,058 

193,909 

325,384 

{283,713.344 

931 

201,516 

331,484 

{296,464,870 

412 

117,426 

204,306 

{173,701,185 

160 

40,564 

73.751 

{68,511,041 

160 

24,890 

38,720 

{50,383,339 

100 

100 

100 

100 

100 

100 

1.84 

{1,427,66 

1,68 

{1,483.13 

1,65 

{1,471.17 

1.74 

{1,479.24 

1,82 

{1,688.96 

2.28 

{2,031.48 

5-^ROss Margin, Departments earning. , 
Mm Prior BMons : 

46,340,341 

33,566,748 

56,788,974 

33,250,892 

13,853.392 

10,138,048 

21.04 

I 9'39 

19.13 

19.14 

20.22 

20.09 

300.42 

286.58 

281,80 

283,16 

341.32 

408.11 

6~‘'Cleaniip" discounts 

146,763* 

284,452* 

1,883,935* 

272,176* 

259,374* 

1.35,758* 

386,092* 

94 , 445 * 

311,660* 

0.07* 

0.10* 

0.09* 

0.13* 

0.49* 

0.20* 

0,19' 

0,95* 

1 - 47 * 

1.35* 

2,21* 

3 - 35 * 

3.79* 

7-‘'Fleet" tliscounts 

1,384,18^* 

1.843,932* 

4,278,271* 

8 , 394 , 379 * 

839,740* 

4,033,878* 

0.63* 

0.66* 

0.62* 

0.56* 

0.62* 

i.«> 

9,72* 

9.15* 

7.32* 

9,52* 

12.32* 

MUsed-Car Gross lorr* (true) 

4,191,562* 

1,315,803* 

3.483,990* 

1,756,158* 

1,126,726* 

1.90* 

0.47* 

1.44* 

2.33* 

2.56* 

3.32* 

2,22* 

6.78* 

21,23* 

34.37* 

43.29* 

45.27* 

9 -Total Prior Deductions 

5,722,511* 

5,153,192* 

2,278,008* 

1.332,831* 

2.60* 

1.23* 

2.13* 

2.97* 

3 - 03 * 

37.10' 

17.97* 

31.73* 

43.90* 

56.16* 

61.38* 

]o~Rimainder, Gross Margin Salvaged. 

40,617,830 

52,082,758 

50,392,395 

38,320,483 

28,095,700 

11,575,384 

8,825,217 

18.44 

18.36 

17.00 

18.17 

16.90 

17,06 

283.3a 

268.59 

250,07 

239,26 

285.36 

348.53 

ii-Total Departmental Expense 

31,450,918 

40,684,890 

18,819,070 

7,872,291 

6,306,198 

14.28 

14-33 

12.25 

10.83 

11,49 

12,47 

203,89 

209.71 

180.24 

160,26 

194.07 

253.38 

i2“Toal Indirect Expense prorated 

9 . 85 W 55 

12,223,671 

12,997,711 

7,034,864 

3,122,378 

2,567,222 

4.48 

4-31 

4-39 

4.05 

4,38 

5,08 

63,92 

83.04 

64,50 

59.91 

76.97 

103.14 

ij-Grand Total Expense 

4 U 3 io, 4 i 3 

52,890,361 

49,318,198 

23,853,934 

10,994,667 

8,873,420 

18.78 

18.64 

16.64 

1488 

16,03 

17.35 

267.81 

272.75 

244.74 

220.17 

271,04 

358.50 

^-Operating Net Profit o£ Departments 

earning N. F. 

15-Opetating Net Loss * of Departments 
showing Net Lori* (Used Cars).., 

13,220,904 

12,567,899 

17,434,889 

13,437,153 

5,307,932 

3,484.925 

6.01 

4-43 

5.88 

7.74 

8,04 

6.89 

85,71 

64.81 

86,52 

114.43 

135.78 

140.01 

13.913.487*; 

13,375,502* 

16,360,490* 

21,195,387* 

4,927,215* 

3,733,128* 

6.32* 

4.71* 

3-52*; 

8.45* 

7.19* 

7.38* 

90,20* 

68 , 97 * 

81.19* 

93.34* 

121,47* 

149.98* 

iMinal Operatino Net Profit or 
Loss,' Au Depariuents .,t 

692,383*; 

807,803* 

1,074,399 

2,241,766 

380,717 

248,203* 

0.31* 

028* 

0-38 

129 

0.85 

0,49* 

4 - 49 * 

4,16* 

3.33 

19.09 

14.32 

9.97* 

iH’iis Fittanoe Reserve earned 

879.173 

1,076,978 

1,218,133 

726,054 

333,343 

267,242 

0.40 

0.38 

0.41 

0.42 

0.49 

0.33 

S-70 

5.55 

6,04 

6.18 

ba 

10.74 

18-Plus Other Misc, Income 

2,246,161 

2,582,600 

2,357,832 

1 , 337,753 

381,371 

310,437 

1.DI 

0.91 

0.80 

0.78 

0.81 

1.01 

14.58 

13,32 

11.70 

11,58 

13.83 

20,50 

tj-^et Profit brfore Othei Ded 

2,432.751 

2,831,973 

4,630,364 

1,841,509* 

4.325,573 

1 . 473,433 

329,478 

1.10 

1.01 

1-37 

2.49 

2.15 

1,03 

15.77 

14.71 

23,07 

38.83 

38.37 

21,27 

MNs Other Deductions' 

1^43.823*: 

1,913,559* 

1,901,339* 

534,484* 

423,777* 

0.88* 

0.68* 

0.55* 

W 9 * 

0,78* 

0.84* 

12,60* 

9.87* 

8.14* 

16.19* 

13.17* 

17.03* 

air-ToTAL F»al Net Income, Aii 0 e- 
'PARTMENTs AND Including Finance 
Reserve Earned 

488,928 

938,414 

3,008,855 

2,424,214 

940,989 

105,699 

0.22 

0.33 

1.02 

i '40 

1-37 

021 

3-17 

4,84 

■ 14.93 

20,64 

23,20 

4.24 


*UiSS wiicM b; iMerisk, 





APPENDIX C 

The Marketing Regulation for the German Automobile Industry 

(Source: Address delivered by Director Dalchow, Manager of the German Automobile 
Trustee Company, Ltd., at the International Meeting of the Automobile Industry, 
Berlin, Germany, February 21, 1937, pp. 3-5.) 

Contents of the Marketing Regulation 

1. In order to avoid uneconomic and unfair competition and the resulting 
reduction of profits, it was laid down that no industrial firm should 
sell vehicles which it regularly manufactured for less than the cost of 
production, and, further that dealers (independent dealers and the works 
themselves) are forbidden to grant favours to individual customers in 
the form of special advantages of any kind, whether openly or secredy. 

2. In the interests of the consumers as a whole, express provision was made 
to enable all factories to produce the best technical and economic 
achievements within the scope of fair competition, so that, in spite of 
cartel engagements, every industrial firm is entided and also econom- 
ically still compelled constantly to endeavor to maintain or increase its 
proportion of marketing by improving the quality and value of its 
products in fair competition. 

3. In order to get rid of the international vocational inclination to disguise 
special advantages accorded to individual customers by intentionally or 
imintentionally overvaluing old cars to be taken in part payment, it 
was laid down that all such cars without exception may not be accepted 
until they have been valued by one of the valuation offices of the D. A, T. 
and when the amount set off as part payment is not more than the value 
assessed by that office. 

4. With a view to relieving the trade from unproductive costs as far as 
possible, it was laid down that commissions may now, as a rule, only 
be paid to independent undertakings, in the motor vehicle trade — 
especially the repair shops — ^up to a maximum ot of the price of 
the vehicle, and hence no longer to persons working in gafagesj fiUmg 
stations, driving schools or chauffeurs, for only the former and not the 
latter are in a position to promote the general sale of motor vehicles 
of all makes. 

5. In the interests of the consumers, the dealers and the industry, it has 
also been provided that dealing in motor vehicles, which represent con- 
siderable capital values for the average purchaser, shall in future only 
be done by persons of reliable character with technical knowledge, and 
that such persons shall only be allowed to act as dealers if they possess 
the necessary business equipment, the necessary working capital and a 
contract as agent for a certain make of vehicle, keep re^ar books and 
furnish security for any conventional fines arising out of breaches of 
the liabilities undertaken. 


259 



zSo MARKETING OF USED AUTOMOBILES 

As the business relations between the trade and the customer do not 
end, as in most other branches of trade, with the delivery of the article 
purchased, but really only begin then and last for many years, the 
minimum requirements for dealers are intended to lead to a choice of 
dealers with the necessary character and business ability, without inter- 
fering with the development of a class of suitable younger dealers. 

6. In view of the extraordinary differences between power of acquisition 
and business capacity of individual automobile dealers and the size and 
purchasing power of the various agency districts, provision was made 
only for maximum and minimum dealers’ rebates; otherwise the remun- 
eration of dealers is to be setded by individual agreement between those 
concerned on the principle of service rendered. Furthermore this regu- 
lation also guides into suitable channels the competition between 
individual industrials to secure individual dealers. 

7. In order to protect all firms observing the agreement from such persons 
as contravene the provisions of the Marketing Regulation of their voca- 
tional community, conventional fines are provided for. The conventional 
fines are imposed by the D. A. T. after thorough investigation of every 
case of contravention — these being brought to the notice of the D. A. T. 
either by reports from competitors or by its own examiners of business 
books — ^to an extent of about one and a half times the dealer’s gross 
profit in the case of intentional breaches and to a corresponding lesser 
extent in the case of contraventions due to negligence, and paid on 
receipt into a community fund, of which the surplus is utilized for 
welfare purposes or the common benefit and not to meet the current 
expenses of the D. A. T. 

8. Any appeal from the conventional fines imposed by the D. A. T. and 
also the conduct of other disputes arising out of the Marketing Regu- 
lation must be decided by a permanent court of arbitration consisting of 
a chairman and two assessors, the chairman with the qualifications 
of judges and the assessors with suitable technical knowledge being 
appointed officially. 



APPENDIX D 


Standards for Used-Car Classified Advertising Enforced by the 
Cleveland Better Business Bureau^ Inc. 

(In Effect May, 1940) 

1. Truthful 

Any advertised statements and offers as to make, model, year, condition, 
equipment, price, terms, trade, etc. shall be based upon facts, 

a. In any advertised offers to purchase used cars the terms of purchase 
must be clearly set forth and based upon facts. Advertising any 
stated trade-in price for any and all cars irrespective of condition 
shall be barred. 

2. Bait 

Cars advertised for sale shall be in the possession of advertiser, as 
advertised and at address given in copy, upon appearance of the 
advertisement, and willingly sold at the advertised price and terms. 
If sold, proof of sale shall be available on request of the Cleveland 
Better Business Bureau. Bait advertising shall not be used. 

3. New cars of current model may not be advertised in used-car adver- 
tising. If a current model automobile is offered in the used-car col- 
umns, it must indicate by some wording such as “run 1000 miles,” 
“demonstrator,” “executive’s car” or similar phraseology that the car 
is not brand new. 

4. Year, Type, etc. 

The year and type of each car must be stated in each advertisement 
and must agree in every respect with the registration in a recognized 
used-car market report; e.g. — “1934 Maxwell Sedan.” Cars advertised 
at $75 or under need not have the year specified. 

a. In advertising a group of cars at a range of prices, the range of 
year models must also be given; e.g. — ^“10 Maxwells $40 to $450 — 
1926 to 1934 models.” 

b. In advertising a group of cars wherein a price is mentioned, the 
range of prices must be stated in the same size type; e.g. — ^“Max- 
wells, Velies, Chandlers — 1926 to 1934 models — ^$25 to $450.” 

c. An advertised price for a single car falsely applied to a group of 
cars shall be barred. 

5. Demonstrators 

The word “demonstrator” shall be understood to refer to a car which 
has never been sold to a member of the public; this term describes 
cars used by new-car dealers or their salesmen for demonstrating per- 
formance ability but not cars purchased by such dealers or salesmen 
and used as their personal cars. Demonstrators may be advertised for 
sale as such only by an authorized dealer in the same make of car. 

6. “Executives’ and Officials’ Cars” 

“Executives’ and Officials’” cars, when so advertised must have been 
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used by executives or the parent motor car manufacturers personnel 
or by an executive of an authorized dealer in the same make of car. 
These cars, so advertised, must not have been sold to a member of 
the public prior to the appearance of the advertisement. 

7. “Repossessed'* 

The term “repossessed” shall only be used to describe such cars as 
have been presently and direcdy taken back from a purchaser by the 
advertiser. The advertiser shall exhibit on request of the Cleveland 
Better Business Bureau, chattel mortgage, conditional sales contract, or 
other documents to veri^ repossession. In any advertisement offering 
repossessed cars all cars listed must be repossessed. 

8. “Driving Trial,” “Free Driving Trial” 

Statements such as “driving trial,” “free driving trial” or any statements 
of similar import may not be used in used-car advertising unless me 
advertised car may be taken out for a trial period by the prospective 
purchaser without paying any consideration either in the form of 
money, trade-in merchandise or the signing of an obligation to pay 
money or trade-in merchandise. 

9. Reference . . 

District G Edition of the National Automobile Dealers Association 
Official Used Car Guide is recognized as and will be used as the ofiBcial 
reference book in connection with these standards. 

10. In classified advertising, the word “new” may not be used as pertaining 
to the automobile itself, but it is permissible in describing appurtenances, 
such as “new paint,” or “new tires”; but expressions such as “like 
new” or “almost new,” “like day it left factory” as pertaining to the 
car itself must be omitted. 

11. The only pictures of cars which can be used in a classified ad are of 
the car listed for sale in that advertisement at the price advertised. 

12. There shall be considered as objectionable advertising and merchan- 
dising, and therefore barred as such, the lending of the name of any 
reputable and authorized automobile distributor to outside parties for 
the selling of distress merchandise- 

13. Statements in advertising which reflect in a derogatory manner on the 
reputation, business, merchandise ofierings, prices or and, etc. of a com- 
petitor shil not be permitted in used-car advertising, 

a. The use of the superlative in such a way as to reflect on other 
advertisers is barred. 

14. Advertisements which quote a low price based only on all cash shall 
specify that such is an all-cash price. 

15. The advertising of any automobile dealer who has not been properly 
licensed or whose license is under suspension or has been revoked under 
the terms of the Automobile Dealers' and Salesmen’s Licensing Law, 
shall be barred. 

16. When advertising free merchandise the advertisement must be specific 
as to the limitations of the offer. Example — it has been found in some 
cases where, for instance, a free heater is offered, that the free heater 
only goes with cars priced at $200 and up. In such a case the ad should 
state “free heaters with cars priced at $200 or more.” 
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17. The advertising of radios, heaters, or other appurtenances in connection 
with the sale of used cars must be truthful and based on fact, and 
will be understood to mean that such appurtenances are in workable 
order or usable condition. 

1 8. Any automobile ofiFered for sale in an advertisement which has formerly 
been used for hire, wrecked, and not repaired or reconditioned, flooded 
with water and is not in running condition, shall be plainly and 
unequivocally described as such in descriptive words the same size 
type as the price, and direedy in connection with the price. 

19. Compliance 

Publication of untruthful, misleading and imlawful advertisements by 
advertisers, refusal to furnish the Cleveland Better Business Bureau 
with pertinent information in case of complaint from any source, 
will be deemed sufficient cause to recommend suspension of advertising 
privileges. Misleading advertising includes (but is not limited to) 
inaccuracies, mis-statements, and confusing layout of copy. 
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(a) I^ss than of i per cent. 

(b) Standard down payment, to and including 1935, means for new cars and 40 per cent for used cars. For later years, it means Vi for 

both new and used cars. 
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APPENDIX E (Continued) 

Part 4: Dealer Data 

PER CENT SOLD ON INSTALMENTS 


Associations 



Gen- 

eral 

Motors 

New 

All 

(48) 


New Cars 



Used Cars 


New and Used Cars 


Pas- 

senger 

Cars 

(49) 

Commer- 

cial 

Vehicles 

(50) 

AH 

Motor 

Vehicles 

(51) 

Pas- 

senger 

Cars 

<52) 

Commer- 

cial 

Vehicles 

r 53 ) 

AU 

Motor 

Vehicles 

(54) 

Pas- 

senger 

Cars 

(55) 

Commer- 

cial 

Vehicles 

(56) 

All 

Motor 

Vehicles 

(57) 

United 

States 











1925 




68 



63 

. . 

. . 

66 

1926 



. . 

65 



65 

. . 

. , 

65 

1927 




58 



63 



61 

1928 




58 


. . 

61 


. . 

60 

1929 

64 



63 



65 



64 

1930 

62 


•* 

62 


*• 

65 


•• 

64 

1931 

60 



63 



60 

. . 

. . 

61 

1932 

55 



55 


. . 

47 


. . 

49 

1933 

54 



57 

58 


57 


. - 

57 

1934 

55 

55 

53 

54 

56 

58 

57 

50 

57 

1935 

50 

58 

56 

^ 58 

63 

58 

63 

61 

57 

61 

1936 

55 

61 

58 

61 

58 

62 

59 

59 

60 

59 

1937 

50 

59 

39 

57 

1 60 

55 

60 

60 

46 

59 

1938 

46 

52 

45 

52 

60 

56 

60 

57 

i 51 

57 

Canada 











1935 

. . 

46 

54 

47 

60 

67 

61 

56 

61 

56 

1936 


47 

59 

49 

61 

68 

61 

56 

64 

57 

1937 

. . 

52 

54 

52 

63 

66 

63 

60 

60 

60 

1938 


49 

59 

51 

61 

61 

61 

57 

60 

57 


Source: Part i. Columns i-io. United States Department of Commerce, and Dominion 
Bureau of Statistics; Part i, Columns 11-16, and Part 2, Columns 17-32, from ques- 
tionnaires returned to this Association by finance companies; Part 3, Columns 33-41, 
and Part 4, Columns 52-54, from questionnaires filled out by defers through the 
cooperation of the National Dealers Association and the Domimon Automobile Dealers 
Association; Part 3, Columns 45-47, from Automobile Manufacturers Association; 
Part 4, Column 48, General Motors Acceptance Corporation; covers all General Motors 
cars and trucks. 






APPENDIX F 


Frequency Distribution of Ages of Used Cars: A Comparison of 
165O41 Used-Car Sales Recorded in Cuyahoga County, 
Ohio,®* with 529 Used-Car Sales Sampled from 
Total, First Six Months, 1938 


Model 

Year 

Number of 

Used Cars 

Number of 

Used Cars 
in 

Sample 

Per Cent 
of Total 

Used 

Cars 

Per Cent of 

Used Cars 
in Sample 

1932 

645 

25 

4.02 

4.73 

1933 

2,204 

66 

13*74 

12.48 

1934 

2,677 

81 

16.69 

15.31 

1935 

3*090 

108 

19.27 

20.41 

1936 

4,343 

150 

27.07 

28.35 

1937 

2,960 

94 

18.45 

17.77 

1938 

122 

5 

.76 

•95 

Total 

16,041 

529 

100. 

100. 


*Does not include sales of 1931 or earlier models and sales of 1932 models after 
April I, 1938. 

Note: See Chapter XIII for a discussion of data m sample. 
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APPENDIX G 


Frequency Distribution of Makes of Used Cars: A Comparison of 
165O41 Used-Car Sales Recorded in Cuyahoga County, 
Ohio,®" with 529 Used-Car Sales Sampled from 
Total, First Six Months, 1938 


Make of Car 

[ Number of Cars | 

1 Per Cent of Cars 

All 

Sample 

All 

Sample 

I. Ford 

4,247 

143 

26.476 

27.032 

2. Chevrolet 

3,000 

88 

18.702 

16.635 

3. Plymouth 

2,592 

83 

16.159 

15.690 

4. Dodge 

1,317 

49 

8.210 

9.263 

5. Oldsmobile 

914 

27 

5.698 

5.104 

6. Pontiac 

873 

34 

5-442 

6.427 

7. Buick 

614 

20 

3.828 

3.781 

8. Chrysler 

439 

19 

2-737 

3-592 

9. Terraplane 

428 

14 

2.668 

2.647 

10. DeSoto 

268 

II 

1.671 

2.079 

II. Packard 

242 

6 

1.509 

1.134 

12. Studebaker 

236 

6 

1.471 

1.134 

13. Hudson 

150 

4 

•935 

.756 

14. Willys 

149 

3 

.929 

.567 

15. Graham 

no 

3 

.686 

-567 

16. Cadillac and LaSalle. 

90 

5 

.561 

•945 

17. Lincoln and Zephyr. 

74 

0 

.462 

0 

18. Nash-Lafayettc 

69 

I 

•430 

.189 

19. Nash 

67 

2 

.418 

.378 

20. Hupmobile 

53 

4 

•330 

.756 

21. Auburn 

39 

0 

.243 

0 

22. Essex 

33 

3 

.206 

.567 

23. Reo 

14 

2 

.087 

.378 

24. Rockne 

II 

2 

.069 

.378 

25. Pierce-Arrow 

5 

0 

.031 

0 

26, Franklin 

2 

0 

.012 

0 

27. Willys-Knight 

2 

0 

.012 

0 

28. Austin 

I 

0 

.006 

0 

29. Bantam 

I 

0 

.006 

0 

30. Cord 

I 

0 

.006 

0 

Total 

16,041 

529 

100. 

100. 


*Does not include sales of 1931 or earlier models and sales of 1932 models after 
April I, 1938. 

Note: See Chapter Xin for a discussion of data in sample. 
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